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SBA'S  BUDGET  FOR  FISCAL  YEAR  1995 


THURSDAY,  FEBRUARY  24,  1994 

House  of  Representatives, 
Committee  on  Small  Business, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10  a.m.,  in  room 
2359-A,  Rayburn  House  Office  Building,  Hon.  John  J.  LaFalce 
(chairman  of  the  committee)  presiding. 

Chairman  LaFalce.  The  committee  will  come  to  order. 

This  morning  the  Small  Business  Committee  meets  to  receive 
testimony  on  the  budget  request  of  the  Small  Business  Administra- 
tion for  fiscal  year  1995.  We  are  pleased  to  have  before  us  in  sup- 
port of  this  request  the  Administrator  of  the  SBA,  the  Honorable 
Erskine  Bowles.  This  budget  request  reflects  very  tough  choices 
which  have  been  made,  and  thus  we  are  especially  pleased  to  have 
the  administrator  before  us  to  explain  the  rationale. 

The  Congress  appropriated  budget  authority  for  SBA  for  1994  in 
the  sum  of  $798  million.  The  request  for  1995  is  $806  million.  Since 
this  is  approximately  the  cost  to  the  agency  of  the  locality  pay  in- 
crease which  the  agency  must  absorb,  the  budget  request  is  basi- 
cally to  straight  line  SBA  and  not  even  to  give  it  a  cost-of-living 
adjustment. 

On  the  positive  side,  the  administration  proposes  increases  and 
initiatives:  Doubling  the  size  of  the  certified  development  company 
program  to  $2.1  billion;  a  major  increase  in  the  new  SBIC  partici- 
pating security  to  $500  million;  agency  participation  in 
empowerment  zones;  a  first  step  to  provide  relief  from  the  onerous 
503  prepayment  penalty;  and  maintenance  of  a  high  level  of  7(a) 
loan  guarantees. 

In  order  to  pay  for  these  items  without  a  budget  increase,  how- 
ever, there  is  a  downside.  It  would  be  required  to,  according  to  the 
SBA  proposals:  Eliminate  all  direct  loans,  including  economic  op- 
portunity, handicapped,  disabled  veterans,  8(a),  and  the  purchase 
of  preferred  stock  from  specialized  SBIC's;  elimination  of  the  regu- 
lar surety  bond  guarantee  program  and  reliance  upon  major  sure- 
ties participation  in  the  new  pilot  preferred  surety  bond  guarantees 
program;  a  major  increase  in  disaster  loan  interest  rates,  for  most 
borrowers  a  doubling;  imposition  of  fees  for  counseling  through  the 
small  business  development  center  program,  loan  servicing  actions 
and  the  sale  of  documents;  elimination  of  the  National  Women's 
Business  Council  and  a  substantial  cut  in  funding  for  the  women's 
demonstration  program;  and  elimination  of  the  small  business  in- 
stitute program  and  the  Central  European  small  business  develop- 
ment center  pilot  program,  amongst  others. 

(1) 


The  administration's  proposal  reflects  an  effort  to  balance  com- 
peting demands  on  the  agency's  resources.  We  may  not  all  agree 
with  the  particular  balance  that  has  been  struck.  But,  unless  we 
determine  that  we  want  to  and  are  able  to  increase  overall  funding 
for  the  Small  Business  Administration,  we  will  be  forced  to  make 
cuts  in  some  of  our  existing  programs  if  we  are  to  increase  others 
and  undertake  some  of  the  new  initiatives  the  administration  has 
proposed. 

The  administration  has  made  their  best  judgment  that  this  is  the 
direction  we  should  go.  It  is  now  necessary  for  our  committee  to 
consider  those  recommendations,  the  underlying  rationale,  and 
then  to  engage  in  the  same  balancing  process  they  have  and  then 
make  our  judgment. 

[Chairman  LaFalce's  statement  may  be  found  in  the  appendix.] 

Before  recognizing  Administrator  Bowles,  I  would  recognize  other 
Members  of  the  committee  for  opening  remarks,  if  they  so  wish. 

Mr.  Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman.  I  appreciate  your  holding 
this  important  hearing  today  and  I  thank  you,  Mr.  Bowles,  for  com- 
ing before  our  committee  to  discuss  your  fiscal  year  1995  budget  re- 
quest. 

As  we  look  ahead  to  the  economic  recovery  that  is  being  forecast 
by  Chairman  Greenspan  and  other  economists,  we  must  not  lose 
sight  of  the  important  role  of  small  businesses  and  we  must 
prioritize  SBA  spending  in  those  programs  that  will  stimulate  eco- 
nomic growth.  We  must  continue  to  support  those  job  creating  en- 
terprises in  any  way  possible. 

Everyone  sitting  up  here  knows  small  businesses  are  the  back- 
bone of  the  American  economy,  and  also  New  Hampshire's  econ- 
orny.  As  small  business  goes  so  goes  the  rest  of  the  Nation. 

One  of  the  best  ways  to  help  small  businesses  on  the  road  to  suc- 
cess is  the  SBA's  7(a)  loan  program.  By  using  these  loan  guaran- 
tees to  funnel  desperately  needed  capital  into  small  enterprises,  the 
Government  is  giving  these  folks  the  momentum  they  need  to  pros- 
per and  create  jobs. 

This  is  why  we  must  continue  to  prioritize  the  funding  for  this 
critical  program,  and  I  know  that  we  are  going  to  be  dealing  with 
scarce  Federal  funds  available  to  the  SBA,  but  we  have  to,  in  my 
judgment,  center  on  those  things  relative  to  economic  development 
andjob  creation. 

I  would  also  like  to  mention  another  excellent  economic  tool  that 
we  have  dealt  with,  particularly  up  in  New  Hampshire.  That  is  the 
small  business  development  center  located  in  New  Hampshire  and 
others  around  the  country.  At  the  University  of  New  Hampshire 
there  is  an  excellent  research  center  run  by  Helen  Goodman  who 
deserves  praise  for  her  leadership.  I  am  proud  of  what  she  has 
done. 

I  also  want  to  pay  tribute  for  the  leadership  we  have  in  New 
Hampshire  with  Bill  Phillips,  director  of  the  New  Hampshire  SBA. 
He  has  done  a  superb  job. 

I  recognize  we  have  scarce  resources,  and  I  think  that  it  is  time, 
to  look  at  the  SBA  budget.  I  look  forward  to  hearing  your  com- 
ments about  the  tree  planting  which  I  think  needs  to  give  way  to 
job  creating  programs.  I  am  hopeful  that  we  can  really  streamline 


but  preserve  the  resources  we  need  to  create  jobs  and  to  help  small 
business. 

Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you. 

[Mr.  Zeliff  s  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Do  any  other  Members  have  opening  state- 
ments? Mr.  Mazzoli. 

Mr.  Mazzoli.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  won't  take  much  time.  I  hope  to  be  here  during 
the  time  of  questions,  but  I  want  to  talk  to  Mr.  Bowles,  first  of  all, 
to  wish  him  well  and  hope  that  he  has  a  very  personally  and  pro- 
fessionally enjoyable  experience  here  in  Washington.  But,  second, 
to  talk  with  you  about  the  503  and  504  Programs. 

I  think  I  am  particularly  delighted  that  with  the  help  of  the 
Chairman,  in  the  budget  the  President  has  sent  up  for  SBA  some- 
thing like  $30  million  that  would  help  business  people  like  Doug 
Gossman,  who  is  in  my  district,  and  who  has  been  at  the  center 
of  the  effort  in  Louisville  among  the  small  business  people  who 
took  out  these  503  loan  arrangements  to  focus  attention  on  them. 
Were  they  to  be  reconfigured,  as  the  504  Program  is,  or  were  they 
to  be  treated  in  a  separate  way,  Doug,  on  his  own  part,  is  ready 
to  open  a  third  restaurant.  He  has  two  Bristol  restaurants  open 
now  and  is  prepared  to  open  another  one. 

I  have  met  with  these  people.  Each  is  prepared  to  move  ahead 
and  create  jobs  and  to  create  jobs  that  will  cause  people  to  earn 
money  and  pay  taxes,  and  so  I  will  look  forward  to  your  attending 
to  that  issue  a  bit,  and  I  want  to  thank  you,  Mr.  Chairman,  for 
that  opening  remark. 

Chairman  LaFalce.  I  thank  the  gentleman  from  Kentucky  for 
his  comments. 

Let  me  just  add  one  thing,  though;  that  the  money  specifically 
requested  to  deal  with  the  503  Program  is  something  I  have  long 
thought — as  a  matter  of  fact,  we  passed  two  bills — one  that  was  ve- 
toed and  one  which  died  in  the  Senate — so  we  are  delighted  Presi- 
dent Clinton  is  seeing  this  differently.  However,  this  money  is 
being  funded  through  the  elimination  of  other  SBA  Programs. 

It  is  not  a  slam  dunk.  We  are  going  to  have  to  make  a  judgment, 
a  balancing  process  here.  Do  we  want  to  cut  the  other  programs  in 
part  to  alleviate  the  prepayment  penalty,  or  can  we  alleviate  the 
prepayment  penalty  and  still  not  cut  the  other  programs  and  there- 
fore find  more  money  in  the  budget  than  is  requested? 

Mr.  Mazzoll  Exactly. 

Chairman  LaFalce.  I  don't  want  anybody  to  think  that  we  will 
be  able  to  do  this  easily. 

Any  other  comments? 

Yes,  Mr.  Mfume,  Representative  Apollo  Creed. 

Mr.  Mfume.  A  long  old  private  joke. 

I  have  a  formal  statement  for  the  record,  Mr.  Chairman,  that  I 
would  like  to  submit  in  its  entirety  rather  than  to  go  through  it, 
except  to  say  that  I 

Chairman  LaFalce.  Do  any  Members  wish  to  hear  the  statement 
in  its  entirety?  Without  objection,  so  ordered. 

Mr.  Mfume.  The  sponsor  may  not  want  to. 


I  want  to  thank  Mr.  Bowles  for  being  here  and  associate  myself 
with  the  remarks  of  the  Chairman  and  Mr.  Mazzoli  and  others  and 
express  some  concern  about  the  effort  to  eliminate  the  preferred 
stock  leverage  for  the  SSBIC's,  which  I  hope  we  can  talk  about 
when  we  get  around  to  a  question  and  answer  period,  and  my  con- 
cern also  with  respect  to  what  I  fear  may  be  a  shrinking  effort  to 
increase  the  7(a)  Program  to  African-Americans  and  Hispanics 
based  on  some  recent  statements  by  the  Administrator,  the  admin- 
istration and  people  who  are  associated  with  the  SBA. 

So  I  will  yield,  Mr.  Chairman.  I,  like  most  others,  anticipate  the 
statements  of  the  administrator,  welcome  him  here,  and  will  wait 
until  we  have  an  opportunity  for  questions  and  answers. 

Chairman  LaFalce.  Very  good,  thank  you. 

[Mr.  Mfume's  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  Dr.  Bowles. 

TESTIMONY  OF  HONORABLE  ERSKINE  BOWLES,  ADMINIS- 
TRATOR, SMALL  BUSINESS  ADMINISTRATION,  ACCOM- 
PANIED BY  ARNIE  ROSENTHAL,  DIRECTOR,  OFFICE  OF 
PLANNING  AND  BUDGET,  GREG  WALTERS,  DEPUTY  COMP- 
TROLLER, JOHN  COX,  ASSISTANT  ADMINISTRATOR  FOR  FI- 
NANCIAL ASSISTANCE 

Mr.  Bowles.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  My  assumption  is  that  either  you  have  re- 
ceived an  honorary  doctorate  degree  or  will  certainly  shortly  in  a 
short  period  of  time  and  therefore  it  is  safe  for  me  to  call  you  Doc- 
tor. 

Mr.  Bowles.  Thank  you,  Mr.  Chairman.  I  hope  one  day  to  earn 
one. 

I  have  with  me  today  Arnie  Rosenthal,  who  is  Director  of  our  Of- 
fice of  Planning  and  Budget;  Greg  Walters,  who  is  our  Deputy 
Comptroller,  and  John  Cox,  who  is  our  Assistant  Administrator  for 
Financial  Assistance,  and  I  would  request  that  my  statement  also 
be  submitted  into  the  record  in  its  entirety. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

Mr.  Bowles.  I  will  talk  to  you,  if  I  might,  for  a  few  minutes  from 
some  notes  I  have  made  and  try  to  talk  briefly  about  what  we  have 
accomplished  in  our  first  9  months  as  a  team  and  then  go  from 
there  to  what  we  are  hoping  to  do  during  1995. 

First  of  all,  I  do  believe  that  we  have  accomplished  a  lot  during 
our  first  9  months  together  as  a  team.  I  do  want  to  stress  the  word 
"team."  This  team  has  been  assembled  without  regard  to  race, 
without  regard  to  gender,  and  without  regard  to  party  affiliation. 
It  is  a  team  that  is  solely  dedicated  to  helping  small  business  and 
dedicated  to  working  together  to  reinvent  the  SBA  so  that  we  can 
becom.e  more  efficient,  more  effective,  and  more  user  friendly. 

During  our  first  9  months,  we  have  developed  a  reorganization 
plan  which  has  been  submitted  to  the  Congress,  which  was  devel- 
oped from  a  bottom  up  with  substantial  input  from  our  employees. 
This  is  a  reorganization  plan  that  will  truly  put  a  greater  percent- 
age of  our  assets  into  the  field. 

As  I  have  said  many  times  to  you  all,  I  am  a  great  believer  in 
the  management  philosophy  that  you  should  put  your  assets  where 
your  customers  are  and  our  customers  are  the  owners  of  small 


businesses.  This  reorganization  plan  truly  does  shift  assets  for  the 
first  time  in  many,  many,  many  years  to  the  field  where  we  can 
deliver  better  customer  service. 

We  also  held  a  series  of  eight  town  hall  meetings  where  we  had 
a  chance  to  listen  to  our  customers.  I  met  with  over  2,500  small 
businesses,  over  400  lenders,  and  over  1,000  SBA  employees,  and 
during  these  meetings  I  had  a  chance  to  listen  and  to  learn  and 
what  I  learned  has  had  a  big  impact  on  our  programs  which  we  are 
submitting  to  you  this  year. 

Over  the  last  9  months,  we  have  also  revised  substantially  our 
7(a)  Program,  taking,  as  you  all  know,  over  $180  million  of  cost  out 
of  this  program  and  for  the  first  time  in  many  years  we  will  be 
coming  to  the  Congress  with  a  budget  in  1994  where  we  will  not 
have  to  come  back  for  a  supplemental  appropriation  in  order  to  be 
able  to  fund  the  needs  of  the  small  business  community.  We  have 
properly  budgeted  for  the  demand  in  the  7(a)  Program. 

We  have  also  for  the  first  time  in  many,  many  years  taken  a  lot 
of  the  bureaucracy  out  of  our  lending  programs.  I  can't  tell  you  of 
the  number  of  small  business  lenders  or  small  business  customers 
who  have  come  to  me  and  said  at  these  town  hall  meetings,  gosh, 
I  would  almost  rather  throw  up  than  go  to  the  SBA  to  borrow 
money,  the  paperwork  is  so  extraordinary. 

Mr.  Chairman,  I  have  before  me  the  application  for  an  $18,000 
loan  from  the  SBA  in  San  Antonio,  Texas,  that  was  used  just  2 
months  ago.  This  is  the  new  application.  You  truly  can  take  bu- 
reaucracy out  of  a  Grovernment  if  you  are  willing  to  work  at  it  and 
work  at  it  hard. 

In  addition  to  streamlining  our  programs,  we  have  also  instituted 
some  revisions  of  some  of  our  current  programs  which  we  believe 
make  them  far  more  user  friendly  and  work  far  better  for  our  small 
business  customers.  These  would  be  our  working  capital  line  of 
credit  program,  which  was  really  a  term  loan  disguised  as  a  revolv- 
ing loan.  We  have  substantially  revised  that  program. 

Also  our  export  revolving  line  of  credit  program.  Within  our 
SBIC  Program,  we  saw  a  tremendous  problem.  We  brought  in  new 
management  for  that  program  and  we  have  a  program  that  we  now 
feel  is  under  management  and  is  fairly  able  to  go  forward  in  the 
future. 

We  have  also  attacked  our  8(a)  Program,  as  I  promised  you  I 
would,  and  I  think  that  we  will  be  bringing  to  the  Congress  in  the 
very  near  future  a  revision  of  that  program  that  we  can  all  be  very 
proud  of. 

We  have  also  laid  the  plans  to  accomplish  much  more.  The  SBA 
for  the  first  time  in  a  long  time  now  has  a  true  action  plan  with 
real  goals,  real  objectives,  and  real  time  lines,  with  real  buy-ins 
from  our  districts,  from  our  regions  and  our  central  office.  This  ac- 
tion plan  is  built  upon  and  around  the  following  initiatives: 

First,  the  establishment  of  some  loan  servicing  centers.  We  plan 
to  expand  our  loan  servicing  center  in  Fresno  to  include  all  of  Re- 
gions 6  through  10.  We  plan  to  establish  a  new  loan  servicing  cen- 
ter in  Little  Rock,  Arkansas,  as  well  as  the  expansion  of  our  loan 
processing  center  in  Sacramento,  California. 


These  loan  servicing  centers  have  done  a  lot  to  improve  the  effi- 
ciency and  effectiveness  of  the  SBA.  As  an  example,  they  have  im- 
proved our  currency  rate  by  over  9  percent. 

We  also  in  1994  have  opened  up  our  first  four  export  assistance 
centers  to  bring  not  only  just  the  export  management  advisory  help 
to  the  small  business  community  but  also  export  trade  financing. 
We  are  in  there  in  a  one-stop  shop  concept  with  the  Eximbank  and 
with  the  Commerce  Department's  U.S.  Foreign  and  Commercial 
Service  Operations.  We  have  requested  in  our  budget  money  for  10 
additional  export  assistance  centers  at  a  cost  of  $3.2  million  in 
1995. 

We  also  plan  to  open  up  within  the  empowerment  zones  and  en- 
terprise communities  up  to  9  one-stop  capital  shops  where  again  we 
bring  together  all  of  the  SBA's  financing  and  business  advisory 
services  under  one  roof  to  focus  on  that  area  of  the  small  business 
populace.  Truly  a  starved-for  capital  are  those  within  our  poor 
rural  communities  and  our  inner  cities. 

We  also  plan  to  expand  our  low  doc  program  with  another  pilot 
project,  which  we  call  the  SBA  loan  express  program  which  basi- 
cally takes  away  all  of  the  SBA  documentation.  We  will  rely  on  an 
indemnity  agreement  with  our  banks  and  we  will  have  only  a  50 
percent  guarantee  as  opposed  to  our  much  higher  guarantee,  there- 
fore lowering  our  credit  subsidy  rate  and  greatly  expanding  the 
amount  of  capital  we  can  put  into  the  hands  of  the  small  business 
populace. 

We  plan  to  come  before  you  in  1994  and  1995  with  a  new  SBIC 
participating  security.  We  believe  that  in  combination  with  the  50 
percent  reduction  in  the  capital  gains  tax,  which  the  Congress 
passed  last  year  for  investments  and  new  startup  small  businesses, 
can  do  a  lot  to  create  jobs  in  this  country. 

We  also  will  have  added  emphasis  on  those  areas  that  are  clearly 
starved  for  capital.  Again,  those  small  businesses  located  in  our 
poor,  rural  communities,  in  our  inner-cities,  those  small  businesses 
owned  by  women  and  minorities,  and  also  those  small  businesses 
that  are  the  job  creators  in  this  country,  those  small  businesses 
that  are  growing  the  fastest  and  creating  the  most  jobs. 

We  also  will  have  to  you  shortly  the  8(a)  reinvention  plan,  which 
will  focus  not  just  on  contracting  but  also  on  training,  business  de- 
velopment, and  a  greater  access  to  capital  for  small  businesses. 

I  would  now  like  to  highlight  for  you  some  of  the  other  aspects 
of  our  budget  request.  First,  as  it  relates  to  salaries  and  expenses, 
we  are  requesting  $11.4  million  less  in  salaries  and  expenses  in 
1995  than  we  requested  in  1994.  We  are  taking  our  full-time 
equivalents  from  the  authorized  level  in  1994  of  3,814  to  3,741  in 
1995.  However,  we  will  be  functioning  with  far  fewer  people  than 
that,  as  we  are  today.  That  is  because  of  our  need  to  absorb  $6.8 
million  worth  of  locality  pay  which  was  not  budgeted  for.  Therefore, 
in  1995  where  we  are  authorized  for  3,741  people,  we  will  only 
have  funds  for  3,616,  or  125  fewer. 

Our  SBDC  operation.  Although  that  is  a  program  we  feel  very 
strongly  about.  It  truly  is  the  retail  operation  of  the  SBA.  We  have 
asked  tor  $67  million  as  opposed  to  $71.3  million  in  1994. 

Our  SBI  Program  is  again  another  program  which  we  have  sup- 
ported for  a  long  number  of  years.  We  have  supported  it  with  $3 


million  in  1994,  but  we  are  asking  for  no  appropriations  in  1995. 
It  is  one  of  those  difficult  decisions  we  have  had  to  make. 

In  the  area  of  our  tree  planting  program,  $18  million  was  appro- 
priated in  1994.  We  have  asked  for  no  appropriations  in  1995. 

Our  surety  bond  program  was  appropriated  at  the  level  of  $7  mil- 
lion in  1994.  We  are  asking  for  $5.4  million  of  appropriation  in 
1995.  In  order  to  function  at  a  $5.4  million  level,  we  plan  to  convert 
this  program  100  percent  to  our  preferred  surety  program  which 
now  makes  up  about  22  percent  of  our  surety  business. 

This  will  allow  us  to  eliminate  49  full-time  equivalents  in  this 
program  and  also  reduce  the  cost  by  $2.2  million.  We  will  no  longer 
underwrite  bond  approvals  or  process  claims  and  recoveries,  and  it 
will  allow  us  to  reduce  our  administrative  cost.  It  will  result  in 
faster  approval  for  contractors  and  result  in  faster  claim  payments 
to  sureties.  It  is,  however,  not  without  some  drawbacks. 

We  are  also  asking  for  $26.4  million  of  new  fees  in  1995.  Absent 
these  fees,  we  would  have  to  have  $26.4  million  of  additional  appro- 
priations in  order  to  meet  the  programs  of  the  SBA.  These  fees  are 
for  SBDC  counseling;  center  around  our  SBA  publications;  are  a 
few  loan  modification  fees  as  well  as  some  fees  to  use  our  electronic 
bulletin  board. 

In  the  area  of  our  business  loans,  we  are  requesting  appropria- 
tions of  $318.1  million,  which  will  allow  us  to  fund  a  $10.5  billion 
program  in  1995.  We  should  have  $38.5  million  of  carryover  au- 
thority in  our  business  loan  programs  into  1995,  which  would  gen- 
erate another  $1.5  billion  worth  of  loans.  So  we  will  be  able  to  fund 
$11.9  billion  worth  of  business  loans  in  1995.  This  compares  with 
only  $8.4  billion  in  1994  and  $7.4  billion  in  1993.  So  we  anticipate 
a  significant  expansion  in  our  programs. 

We  are  requesting  no  direct  loans  in  1995.  This  is  simply  because 
we  are  trying  to  take  these  limited  capital  resources  and  use  them 
where  we  get  the  biggest  bang  for  our  buck. 

The  subsidy  rate  in  our  direct  loan  program  is  10  to  15  times 
higher  than  the  subsidy  rate  in  our  guarantee  program.  We  can 
take  the  $13.5  million  of  direct  loan  appropriations,  excluding 
microloans,  which  were  appropriated  to  us  in  1994,  which  will  only 
fund  $50  million  worth  of  loans  nationwide,  and  we  can  convert 
those  direct  loan  funds  into  a  guarantee  program  and  we  can  fund 
$496  million  worth  of  loans  in  1995. 

My  staff  at  the  SBA  tells  me  that  few,  if  any,  of  the  loans  made 
on  a  direct  basis  would  not  have  been  made  on  a  guarantee  basis 
in  1994  if  we  had  used  a  guarantee  program  as  opposed  to  a  direct 
loan  program.  We  are  trying  to  generate  more  bang  for  the  tax- 
payers' bucks. 

In  the  7(a)  Program,  we  have  requested  to  fund  a  $7.5  billion 
program  level.  We  anticipate  $1.5  billion  worth  of  carryforward, 
giving  us  the  ability  to  fund  a  $9  billion  level. 

In  the  502  and  504  Programs,  we  are  requesting  a  substantial 
expansion  to  this  program,  $12.4  million  in  appropriations  to  fund 
$2.1  billion  worth  of  programs.  Mr.  Chairman,  as  you  mentioned, 
that  is  about  a  $1.1  billion  increase. 

This  is  a  program  that  is  very  important  to  our  decision  and  to 
our  towns  working  on  economic  recovery  and  economic  development 
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because  they  provide  long-term  capital  specifically  to  assist  eco- 
nomic development  and  reconstruction. 

In  our  SBIC  Program,  we  are  requesting  $91  million  to  fund 
$730  million  worth  of  program.  Again,  this  is  a  substantial  expan- 
sion of  that  program,  particularly  in  the  area  of  our  new  participat- 
ing security  which  has  been  developed  in  connection  with  the  pri- 
vate sector  and  can  really  revitalize  the  venture  capital  industry. 

In  our  microloan  program,  we  are  recommending  conversion  to  a 
100  percent  guarantee  program  as  opposed  to  a  direct  loan  pro- 
gram. We  are  requesting  a  substantial  increase,  up  to  $7.9  million 
of  subsidy  to  fund  a  $65  million  program  in  1995. 

In  our  disaster  operations,  this  has  become  an  extraordinarily 
large  business  for  the  SBA.  The  disaster  that  we  now  have  in  Cali- 
fornia is  of  enormous  proportions. 

Let  me  just  give  you  an  example.  In  the  first  15  days  of  Hurri- 
cane Andrew,  we  had  interviews  for  loans  at  the  SBA,  and  that  is 
both  home  loans  and  business  loans,  of  18,790.  In  the  first  15  days 
of  this  California  earthquake,  we  have  had  almost  243,000  inter- 
views. 

Now,  we  have  greatly  modified  the  loan  application  procedures, 
and  again  taken  a  lot  of  the  bureaucracy  out  of  this  process,  so  we 
can  move  more  rapidly,  but  that  does  not  account  for  the  enormous 
increase  in  the  number  of  applications  we  have  received. 

In  the  first  15  days  of  Hurricane  Andrew,  we  received  only  599 
applications.  In  the  first  15  days  of  the  California  earthquake,  over 
19,000. 

To  date,  we  have  already  had  314,000  interviews.  We  have  re- 
ceived over  56,000  applications,  and  we  have  over  1,926  people  now 
on  the  ground  in  California  working  on  this  disaster. 

Based  on  current  information  available  to  me  today,  we  believe 
that  the  appropriations  we  have  requested  of  the  $20  million  for 
salaries  and  expenses  and  the  $52.5  million  with  the  carryover 
money  that  we  should  have,  thanks  to  the  supplemental  appropria- 
tions we  have  received  this  year,  should  give  us  enough  funds  to 
meet  the  demands  of  the  California  earthquake,  have  the  10  year 
average  we  are  required  to  have  without  now  raising  the  interest 
rate  to  the  Treasury  rate  plus  1  percent,  which  I  am  glad  we  will 
not  have  to  request  anymore. 

As  it  relates  to  the  503  prepayment  penalty,  this  is  something 
that  we  have  worked  for  a  long  period  of  time.  I  know  it  is  some- 
thing you  have  fought  very  hard  for,  Mr.  Chairman.  Our  budget  re- 
quest includes  $30  million  to  help  offset  this  absolutely  onerous 
prepayment  penalty  contained  in  the  503  loan  program.  It  is  like 
nothing  that  is  in  the  private  sector. 

The  $30  million  appropriation 

Chairman  LaFalce.  Excuse  me,  Mr.  Bowles.  What  did  you  just 
say  about  the  interest  rate  on  disaster  loans? 

Mr.  Bowles.  I  said  in  the  initial  request  that  we  sent  over  to  the 
Congress,  we  had  anticipated  that  we  would  have  to  raise  the  in- 
terest rate  on  the  disaster  loan  program  to  the  Treasury  rate  plus 
1  percent  in  order  to  be  able  to  meet  the  10  year  average.  We  have 
now  taken  a  look  at  the  program  and  based  on  information  avail- 
able to  us  today,  we  do  not  believe  we  will  have  to  go  forward  with 


that  request  anymore.  We  can  keep  the  interest  rates  where  they 
are. 

Chairman  LaFalce.  All  right. 

Mr.  Bowles.  As  it  relates  to  the  503  prepayment  penalty,  the 
$30  million  appropriation  would  be  used  to  pay  the  Treasury  the 
differential  between  the  503  and  the  504  prepayment  penalty. 

In  conclusion,  Mr.  Chairman,  we  are  requesting  appropriations 
in  1995  of  $806  million.  This  is  $402  million  less  than  we  were  ap- 
propriated in  1993,  while  our  business  credit  programs  have  grown 
from  $7.4  billion  to  $11.9  billion. 

I  will  be  happy  to  take  your  questions. 

[Mr.  Bowles'  statement  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  As  I  understand  it,  the  minor  little  alter- 
ation from  your  initial  proposal  to  what  you  are  suggesting  today, 
which  I  have  heard  for  the  first  time,  would  come  to  about  $50  mil- 
lion for  the  fiscal  year.  Where  did  you  fmd  the  $50  million? 

Mr.  Bowles.  Let  me  give  that  to  you,  Mr.  Chairman,  if  I  can  find 
my  notes  here.  Mr.  Chairman,  we  will  carryforward,  we  believe, 
based  on  the  current  estimates  we  have  now  from  1994,  $40  million 
in  salaries  and  expenses  and  $195  million  of  subsidy  budget  au- 
thority. That  subsidy  budget  authority  will  fund  a  program  based 
on  the  current  subsidy  rate  of  $849.9  million. 

With  the  appropriation  that  we  are  requesting  of  $20  million  for 
salaries  and  expenses  and  $52.2  million  for  subsidy  budget  author- 
ity, that  will  give  us  $60  million  for  salaries  and  expenses  and  it 
will  give  us  $247.5  million  for  subsidy  budget  authority.  That  is  a 
23  percent  credit.  Subsidy  rate  would  allow  us  to  finance  a  budget 
of  $l.lbinion. 

As  of  today,  we  anticipate  using  only  about  $20  million  of  that 
for  the  California  earthquake,  for  salaries  and  expenses,  and  only 
$69  million  of  the  subsidy  budget  authority,  covering  about  $300 
million  worth  of  loans,  giving  us  over  $776  million  to  meet  the 
needs  in  1995,  which  we  believe  is  adequate. 

Chairman  LaFalce.  Well,  you  probably  answered  my  question,  it 
is  just  that  I  don't  see  it  or  understand  it.  So  if  you  could  try  again, 
perhaps  in  writing,  with  a  before  and  after — before  being  your 
budget  proposal,  after  being  now,  so  I  could  see  the  difference,  so 
I  could  see  what  the  change 

Mr.  Bowles.  I  will  be  happy  to  do  that. 

Chairman  LaFalce.  I  don't  have  in  my  mind  what  you  were 
doing  a  week  ago  and  what  you  are  doing  today  that  comes  up  with 
the  $50  million  and  I  would  like  to  see  that. 

Mr.  Bowles.  I  can  bring  it  to  you. 

The  $50  million  you  refer  to  is  the  subsidy  budget  authority  we  are  requesting 
for  FY  1995  (actually,  $52,153).  At  our  current  subsidy  rate  of  12.67  percent,  this 
amount  translates  to  $411,616  in  program  level.  In  order  to  maintain  this  subsidy 
rate  we  initially  estimated  that  we  would  require  a  legislative  change  in  the  disaster 
loan  program  which  would  raise  the  interest  rate  charged  to  borrowers  to  the  Treas- 
ury rate  plus  1  percent.  Without  such  a  change,  the  FY  1995  subsidy  rate  of  24.41 
percent  would  yield  a  program  level  of  only  $213,654.  However,  based  on  estimates 
of  usage  available  to  me  today,  we  now  anticipate  a  FY  1995  subsidy  budget  author- 
ity carryover  of  over  $195  million.  This  is  sufficient  to  provide  over  $800  million  i'' 
program  level  which,  along  with  the  $213,654  originally  requested,  exceeds  o'- 
year  average  and  should  be  adequate  to  meet  our  projected  needs.  The  ^ig  a  sig- 
table  offers  a  summary:  j|    conserv- 


10 


Fiscal  Veai- 

Budget  Authority 

Subsidy  Rate 

Prognuti  Level 

1994 

$607,588,000 

12.67% 

$2,642,836,000 

1994  Carryover 

195,393,000 

24.41 

800,462,925 

1995  Request 

52,153,000 

24.41 

213,654,240 

1995  Est.  Availability 

247,546,000 

24.41 

1,014,117,165 

Chairman  LaFalce.  What  is  the  status — the  last  time  we  met  to 
discuss  this  budget  I  had  asked  for  a  Httle  worksheet  so  that  I 
could  see  that  if  we  did  not  want  to  eliminate  the  direct  loans  we 
would  have  to  add  $17  million,  or  whatever  it  is  to  the  budget,  and 
therefore  subtract  $17  million  from  someplace  else.  What  is  the 
status  of  that  worksheet? 

Mr.  Bowles.  We  can  give  that  to  you,  Mr.  Chairman,  I  have  it 
in  front  of  me  here. 

Chairman  LaFalce.  Would  a  staffer  go  get  it  so  I  could  review 
it,  please. 

Mr.  Bowles.  I  would  just  like  to  have  it  back,  please. 

Chairman  LaFalce.  No,  it  is  not  what  I  had  in  mind.  We  can 
Xerox  this,  Brenda,  but  this  is  not  what  I  had  in  mind.  I  guess  I 
didn't  clarify  it. 

I  would  like  to  ask  the  Members  of  my  committee  to  engage  with 
me  in  this  balancing  process,  work  with  me,  and  what  I  want  to 
do  is  say,  OK,  here  are  the  proposals  of  the  SBA,  here  is  what  they 
are  suggesting.  If  I  do  not  like  what  they  are  suggesting,  this 
would  save  $5  million,  we  will  keep  it.  Where  should  we  subtract 
$5  million  from?  Here  are  a  set  of  options. 

Mr.  Bowles.  Mr.  Chairman,  let  me  take  another  crack  at  it.  If 
you  will  take  a  look  at  this  exhibit  and  see  if  this  is  helpful  to  you, 
I  think  maybe  we  can  take  another  crack  at  it. 

Chairman  LaFalce.  OK,  what  exhibit — will  the  staff  get  the  sec- 
ond exhibit. 

Mr.  Bowles.  See  if  that  is  helpful. 

That  is  all  of  our  programs.  That  adds  up  to  $806  million. 

Chairman  LaFalce.  Well,  this  is  helpful  but  it  is  not  what  I  am 
asking  for.  I  am  asking  for  a  worksheet.  I  am  asking  for  a  work- 
sheet and  this  is  not  a  worksheet.  We  will  work  on  it. 

Mr.  Bowles.  OK,  we  will  see. 

Chairman  LaFalce.  I  will  go  to  the  other  Members  for  their 
questions.  Mr.  ZelifT. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

First  of  all,  I  would  like  to  ask  unanimous  consent  to  include  the 
opening  statements  of  both  Jan  Meyers  and  Jim  Ramstad  in  the 
record. 

Chairman    LaFalce.   Without   objection,   Mrs.    Meyers'   opening 
statement  will  appear  immediately  after  mine  in  the  record,  and  all 
the  other  Members'  opening  statements  will  appear  in  order  of  se- 
1  P^ty  prior  to  the  testimony  of  Mr.  Bowles, 
now  ic 
able  to  u 


11 

[Mr.  Meyers'  statement  may  be  found  in  the  appendix.] 

[Mr.  Ramstad's  statement  may  be  found  in  the  appendix.] 

Mr.  Zeliff.  Than]^  you,  Mr.  Chairman. 

The  Congress  created  the  chief  counsel  for  advocacy  to  be  sort  of 
an  ombudsman  for  small  business  when  dealing  with  the  Federal 
Government.  This  office  is  not  mentioned  in  your  statement  and  I 
was  just  curious  where  do  we  stand  with  that  and  do  we  have  a 
chief  counsel  at  this  time? 

Mr.  Bowles.  Doris  Freedman  is  acting  counsel.  The  President 
has  announced  his  intent  for  Jere  W.  Glover  to  be  chief  counsel  and 
he  announced  that  intent  to  nominate  in  November.  That  nomina- 
tion has  been  going  through  the  clearing  process.  Just  like  you,  I 
hope  it  is  resolved  and  we  hope  it  will  go  forward  as  soon  as  pos- 
sible. 

Mr.  Zeliff.  You  indicate  on  page  3  of  your  statement  that  you 
are  projecting  a  $1.5  billion  carryover  on  the  7(a)  loan  program 
from  1993. 

Mr.  Bowles.  That  is  correct. 

Mr.  Zeliff.  You  appeared  before  us  and  made  two  major 
changes,  one  was  the  downpayment  from  70  to  75  percent  and  the 
other  is  a  half  of  1  percent  in  the  secondary  market.  Our  concern, 
then,  was  that  we  did  not  necessarily  want  to  slowdown  the  process 
but  we  understood  what  you  were  trying  to  do  in  terms  of 
leveraging  more  money. 

Did  that,  in  fact,  slowdown  the  process  and  do  you  feel  that  those 
changes  were  productive  and  in  the  right  direction?  Is  it  healthy 
that  we  have  a  $1.5  billion  carryover? 

Admittedly,  you  do  not  have  to  ask  for  a  supplemental  but  if  the 
program  is  not  working  as  well  as  before 

Mr.  Bowles.  It  is  actually  working  better.  We  have  demand 
through  January  of  this  year,  it  was  about  $2.3  billion  compared 
to  about  $2  billion  last  year.  That  is  a  14  percent  increase.  I  feel 
that  is  a  very  healthy  increase,  and  I  am  very  pleased  with  the  pro- 
gram. At  the  same  time,  we  have  been  able  to  save  the  taxpayers 
1 180  million  by  reducing  the  subsidy  rate  and  take  a  program  that 
has  run  out  of  money  halfway  through  the  year  every  year  for  the 
last  several  years  and  really  fund  and  meet  market  demands.  I  am 
pleased  with  what  we  did. 

Mr.  Zeliff.  With  regard  to  the  small  business  development  cen- 
ter, you  are  proposing  that  they  start  a  user  fee  of  $15  an  hour  in 
hopes  of  raising  $17  million.  I  recently  examined  our  development 
center  at  the  University  of  New  Hampshire  and  discerned  the  great 
need  that  it  is  now  filling  and  observed  the  appreciation  of  the  peo- 
ple who  are  now  using  those  services.  This  is  one  area  that  I  hate 
to  see  put  through  a  process  that  will  reduce  the  effectiveness  of 
this  very  important  program.  I  think  it  ties  in  with  the  7(a)  loan 
program.  It  helps  people  efficiently  get  their  programs  and  their 
performance  together  and  assists  them  in  creating  effective  mar- 
keting plans,  which,  saves  a  lot  on  the  other  end  of  the  process. 
Can  you  comment? 

Mr.  Bowles.  Sure,  be  happy  to. 

Mr.  Zeliff.  One  more  thing,  in  your  overall  budget  there  is  a  sig- 
nificant decrease  from  the  previous  year.  Being  a  fiscal  conserv- 
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ative,  I  applaud  you,  but  I  don't  want  to  cut  everything  we  are 
doing  for  small  business  either. 

Mr.  Bowles.  I  will  address  that. 

I  am  the  first  administrator  I  think  ever  to  request  any  appro- 
priations for  the  SBDC  budget.  Historically,  it  has  come  over  here 
at  zero  and  I  have  requested  $67  million  for  it.  That  is  less  than 
what  was  appropriated  last  year,  but  I  am  the  first  to  come  over 
here  with  a  responsible  amount  in  the  budget.  I  am  trying  to  do 
this  in  a  totally  professional  manner. 

Two,  as  it  relates  to  fees,  one  of  the  overriding  philosophies  be- 
hind it  is  if  people  pay  something  to  use  something,  they  value  it 
more.  In  addition,  they  do  more  homework  ahead  of  time  before 
they  go  to  use  that  counselor. 

So  what  we  were  trying  to  do  is  to  increase  the  productivity  of 
each  one  of  the  SBDC  counselors  so  the  people  who  were  using  that 
time,  if  they  are  going  to  pay  $5,  $10,  to  $15  an  hour  for  that  time, 
they  will  do  some  homework  before  they  come  so  they  will  spend 
as  little  time  as  possible  with  that  person  and  that  person  will 
work  with  more  people,  not  fewer  people,  and  they  will  get  more 
out  of  that  time  they  spend  with  the  SBDC  counselors. 

This  is  not  something  that  is  unusual,  even  in  Government.  At 
the  Commerce  Department,  the  Minority  Enterprise  Development 
Administration  (MBDA)  Program,  they  actually  charge  $50  per 
hour.  We  are  talking  about  $15  per  hour.  Now,  for  companies  that 
have  under  $500,000  in  revenues,  MBDA  buys  down  that  charge  to 
about  $10  per  hour  and  for  companies  that  have  more  than 
$500,000  in  revenues  and  cannot  afford  it,  they  will  buy  it  down 
to  about  $17.50  per  hour.  But  they  do  charge  for  it. 

In  addition,  our  SBDC's  today  charge  for  training  at  several  of 
their  events.  They  raised  over  or  almost  $6  million  at  17,000  train- 
ing events  last  year  where  they  charged  an  average  fee  of  $27.50 
for  people  to  attend. 

Mr.  Zeliff.  How  did  you  happen  to  pick  $15  an  hour? 

Mr.  Bowles.  Not  in  a  very  scientific  manner.  We  tried  to  keep 
it  as  low  as  possible  in  order  to  generate  the  capital  we  would  need 
to  fund  the  programs. 

Mr.  Zeliff.  Just  for  the  record,  that  is  high  in  New  Hampshire 
and  I  worry  about  the  kinds  of  people  who  are  coming  to  the  pro- 
gram that  need  our  help.  The  potential  of  creating  jobs  in  an  eco- 
nomically depressed  State  like  New  Hampshire.  I  worry  about  the 
effectiveness  of  the  program  eroding  because  of  it,  and  I  just  hope 
there  is  some  flexibility  in  the  program. 

Mr.  Bowlp:s.  We  tried  to  keep  it  in  between  the  MBDA's  num- 
bers and  below  what  they  are  charging  for  paid  attendance  at  the 
training  programs. 

Mr.  Zeliff.  OK 

On  page  6  of  your  statement,  you  tell  us  the  Inspector  General's 
office  will  get  smaller  and  based  on  the  information  that  I  have 
read  recently  in  SSBIC  and  SBIC  Programs,  I  feel  that  we  need 
better  IG  operations  and  a  stronger  balance.  Where  do  you  stand 
personally  on  that. 

Mr.  Bowles.  I  have  a  real  team  relationship  with  the  IG.  I  think 
the  IG  would  tell  you  that  if  he  were  here  today.  But  just  like  every 
other  area  of  Government,  if  you  look  at  the  full-time  equivalents 
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we  had  throughout  the  SBA,  that  we  have  drastically  reduced  the 
number  of  people  who  work  at  the  SBA.  The  IG's  staff  will  be  re- 
duced by  2  FTE's,  from  106  in  1994  to  104  in  1995. 

Mr.  Zeliff.  How  about  SSBIC  and  SBIC  Programs  and  the  ac- 
countability for  those  programs  and  where  they  have  been  mis- 
managed and  we  have  not  had  proper  oversight? 

Mr.  Bowles.  That  is  one  of  the  areas  where  we  have  increased 
the  number  of  people.  We  have  also  increased  our  auditing  pro- 
gram. We  are  more  closely  monitoring  the  auditing  program.  We 
are  engaging  in  far  tighter  licensing  and  that  is  the  key,  Congress- 
man, for  success  in  an  SBIC  Program,  is  management. 

Just  like  in  the  real  estate  business,  there  are  three  reasons  for 
success —  it's  location,  location,  and  location.  In  the  SBIC  Program, 
if  there  are  three  reasons  for  success,  it  is  management,  manage- 
ment, and  management. 

We  are  only  going  to  license  strong,  proven,  experienced  venture 
capitalists.  As  I  say,  I  have  brought  in  someone  who  really  under- 
stands this  business.  He  does  happen  to  be  a  Republican  but  that 
was  not  why  I  chose  him. 

Mr.  Zeliff.  I  think  you  made  a  good  choice. 

Mr.  Bowles.  But  he  is  probably  one  of  the  most  respected  ven- 
ture capitalists  from  Wall  Street.  He  is  a  graduate  of  Yale  and  Har- 
vard Business  School  and  he  can  really  revitalize  this  program  and 
make  it  a  program  we  are  all  very  proud  of. 

Mr.  Zeliff.  I  don't  want  to  get  into  the  Arkansas  stuff,  but  I 
worry  about  when  you  read  about  the  need  for  accountability  and 
management  on  the  part  of  SBA.  When  I  see  a  decrease  on  the  IG 
staff  this  throws  a  red  flag  up.  But  I  am  glad  you  have  reviewed 
this  issue  and  you  feel  you  have  taken  the  appropriate  steps.  I  hear 
a  tap,  tap,  tap,  by  the  Chairman,  so  thank  you,  sir. 

Chairman  LaFalce.  Thank  you.  Representative  Mfume. 

Mr.  Mfume.  Thank  you  again,  Mr.  Chairman. 

Mr.  Bowles,  I  mentioned  in  my  earlier  remarks  the  alarm  that 
I  experienced  in  going  through  your  formal  remarks  concerning  the 
SBIC  Program  on  pages  17  and  18,  and  then  looking  as  I  did  at 
the  executive  summary  of  the  President's  budget  to  find  out  that 
there  is  absolutely  no  request  to  fund  the  preferred  stock  leverage 
preference  for  SSBIC's. 

I  don't  want  to  call  it  an  effort  to  eliminate  it,  but  if  the  funding 
has  been  around  since  the  mid-1980's  and  is  not  being  requested, 
as  I  have  not  found  it  to  be  at  least  in  the  President's  budget  and 
the  SBA  section  of  that,  I  have  to  assume  that  there  has  been  a 
decision  at  the  SBA  to  do  just  that,  to  eliminate  it. 

Could  you  set  the  record  straight  on  that? 

Mr.  Bowles.  Yes,  sir.  Let  me  talk  about  our  whole  minority  lend- 
ing focus  and  our  whole  effort  in  that  area  so  I  can  put  it  in  per- 
spective because  we  are  doing  far  more,  not  far  less. 

There  are  two  areas  of  direct  funding  that  affect  the  minority 
populace  that  are  being  eliminated  in  the  1995  budget.  One  is 
$663,000,  which  is  all  that  was  appropriated  in  the  direct  lending 
program;  $663,000  for  8(a)  borrowers,  and  at  the  credit  subsidy 
rate  that  is  there  that  would  only  allow  us  to  fund  $4.9  million 
worth  of  loans  nationwide.  It  is  almost  false  advertising  to  say  you 
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have  that  kind  of  program  in  a  national  program  that  has  billions 
of  dollars  worth  of  Government  contracts. 

Two,  in  the  MESBIC  Program,  the  subsidy  rate  there  was  less 
than  $5  million.  It  carries  a  credit  subsidy  rate  of  over  31  percent 
and  only  funded  $15  million  worth  of  programs  nationwide.  It  was 
not  a  program  that  has  been  used  very  extensively  in  the  last  sev- 
eral years.  As  a  matter  of  fact,  the  SSBIC  Program  only  had  two 
new  SSBIC's  come  into  existence  in  the  last  2^2  years. 

We  have  taken  a  look  at  all  of  our  programs  and  found  them 
lacking  as  they  relate  to  the  amount  of  capital  that  we  are  putting 
into  the  hands  of  minorities.  We  are  not  doing  a  good  job  period. 

Mr.  Mfume.  Why  do  you  think  there  has  not  been  the  kinds  of 
participation  in  the  program,  though? 

Mr.  Bowles.  I  don't  think  the  program  works,  Mr.  Chairman.  I 
think  the  whole  concept  behind  the  program  has  some  faults  as  it 
relates  to  the  structure  of  the  security,  as  it  relates  to  the  amount 
of  capital  that  was  brought  to  the  program,  as  it  relates  to  the  way 
the  money  had  to  be  put  out  in  order  to  get  a  return.  I  think  the 
new  participating  security  that  we  are  bringing  forward  will  have 
a  tremendously  positive  impact  on  the  program. 

Mr.  Mfume.  Let  me  tell  you  why  I  think  that  the  new  participat- 
ing security  program  will  not.  Because  not  many  minorities  are 
going  to  be  able  to  take  full  advantage  of  it,  and  we  may  be  at  this 
table  this  time  next  year  with  me  echoing  your  remarks  about  that 
particular  program  as  you  are  echoing  them  about  the  leveraging 
for  the  SSBIC's.  You  have  to  have  $10  million  in,  paid  in  capital 
to  participate;  is  that  not  correct? 

Mr.  Bowles.  No,  sir,  it  is  $5  million. 

Mr.  Mfume.  If  it's  $5  million,  how  many  people  do  you  assume, 
right  off  the  bat  if  you  could  guess,  or  what  percentage  do  you 
think  will  be  able  to  take  advantage  of  that  as  opposed  to  the  num- 
bers that  could  have  taken  advantage  of  the  leveraging? 

Mr.  Bowles.  Mr.  Chairman,  we  truly  believe  that  we  will  have — 
I  cannot  give  you  an  exact  number  and  I  don't  want  to  make  up 
one,  but  remember  again  we  only  had  two  applications  for  SSBIC's 
in  the  last  2  years  with  this  program  available,  just  two,  and  we 
expect  to  have  many  times  that  number,  particularly  with  the  ad- 
vent of  our  empowerment  zone  initiative  in  1995.  In  fact,  we  have 
increased  the  funding  from  $17.9  million  for  our  MESBIC  Program 
to  $65  million  in  this  budget.  So  we  have  actually  increased  the 
funding  in  this  budget  for  the  MESBIC  Program,  not  deceased  it. 

Mr.  Mfume.  Mr.  Bowles,  I  am  prepared  to  give  you  the  benefit 
of  the  doubt.  We  have  to  go  this  way  again  in  12  months.  I  just 
wanted  to  raise  my  concern  about  that  because  sometimes  when 
programs  are  not  working  it  is  not  necessarily  because  the  pro- 
grams are  bad,  it  is  just  the  people  are  not  prepared  to  take  advan- 
tage of  them  or  oftentimes  do  not  know  about  or  oftentimes  there 
is  not  an  effort  to  reach  out  for  them.  So  I  would  cede  unto  you 
the  benefit  of  the  doubt  and  we  will  see  what  happens  to  the  par- 
ticipating security  aspects  of  what  you  are  trying  to  do. 

Mr.  Bowles.  Congressman,  we  want  to  be  held  accountable.  Let 
me  tell  you  the  things  we  are  trying  to  do  because  we  are  making 
a  concerted  effort  in  this  area. 
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You  are  right,  we  have  to  be  more  proactive  at  the  SBA  in  our 
efforts  to  reach  out  to  those  small  businesses  located  in  our  poor 
rural  communities,  in  our  inner  cities,  those  owned  by  minorities 
and  women.  We  have  to  be  proactive  in  our  efforts  and  we  have  not 
been  in  the  past. 

We  also  have  to  make — for  our  8(a)  Program,  we  do  not  now  pro- 
vide any  working  capital  financing  to  those  in  the  8(a)  Program, 
and  it  is  almost  nonsensical  to  have  a  program  where  you  have  a 
contracting  program  but  you  do  not  provide  any  conceivable  financ- 
ing there  for  people  in  it. 

In  the  empowerment  zones,  we  will  put  $374  million  in  there. 
That  is  new  money.  In  our  microloan  program,  we  have  taken  that 
from  $27  million  to  $65  million.  Thirty-seven  percent  of  that  now 
goes  to  minorities.  In  our  low  doc  program,  we  will  have  $500  mil- 
lion in  that  program,  over  24  percent  going  to  minorities.  We  are 
really  focusing  our  efforts  on  that  area. 

Mr.  Mkume.  Mr.  Bowles,  my  time  is  quickly  getting  away  from 
me  so  let  me  try  to  make  one  other  point  and  raise  a  question,  if 
I  might,  and  that  is  a  program  you  did  not  talk  about  and  that  is 
7(a). 

In  1989,  2.1  percent  of  all  of  the  loans  went  to  African -Ameri- 
cans; 2.6  percent  of  all  of  the  loans  went  to  Hispanics.  Last  year, 
the  number  of  loans  going  to  African-Americans  was  2  percent,  a 
relative  decrease,  even  though  it  is  about  one-tenth  of  1  percent, 
but  it  is  still  a  decrease.  Loans  to  Hispanics,  fortunately,  went  up 
to  4.3  percent,  almost  a  90  percent  increase. 

I  just  do  not  understand  what  the  problems  are  with  7(a)  and 
if — and  I  think  you  will  admit  there  are  problems  there  or  have 
been  traditionally — why  the  administration  and  why  the  SBA 
would  look  at  creating  now  and  contemplating  a  new  program 
aimed  solely  at  increasing  the  7(a)  loans  to  women  and  not  looking 
at,  to  clearly  defined  minority  groups  who  have  been — and  these 
are  based  on  the  figures  from  the  executive  summary  in  the  Presi- 
dent's budget — clearly  have  been  at  the  bottom  of  the  totem  pole 
with  respect  to  trying  to  take  advantage  of  the  program. 

Mr.  Bowlp:s.  Mr.  Chairman,  I  am  the  one  who  laid  those  num- 
bers out  so  that  you  could  see  them  and  see  them  clearly.  I  did  not 
want  to  hide  them  under  any  stretch  of  the  imagination. 

I  am  very  disappointed  with  the  percentage  of  loans  that  the 
SBA  makes  to  both  African -Americans  and  to  Hispanics.  I  think  it 
is  unacceptable.  That  is  why  we  are  focusing  our  efforts,  and  I  said 
in  my  opening  statement,  that  we  are  focusing  our  efforts  on  those 
businesses  located  in  our  poor  rural  communities,  in  our  inner- 
cities,  those  owned  by  women  and  those  owned  by  minorities. 

Every  effort  we  are  making  today  we  are  trying  to  make  to  get 
capital  into  the  hands  of  those  people  who  truly  have  been  starved 
for  capital.  That  is  why  the  low  doc  program  is  so  important.  Twen- 
ty-four percent  of  the  loans  under  the  low  doc  program  are  going 
to  minorities  today.  That  is  why  the  microloan  program  is  so  im- 
portant. Thirty-seven  percent  oi  the  loans  are  going  to  minorities. 
That  is  why  we  are  emphasizing  to  the  district  directors  that  they 
must  emphasize  and  go  after  and  come  back  to  me  and  tell  me  how 
they  are  going  to  increase  their  loans  to  minorities. 
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Mr.  Mfume.  Sir,  I  understand  that.  I  keep  going  back  to  this  ex- 
ecutive summary  of  the  budget  and  looking  at  the  statement  by  the 
SBA  on  page  4,  that  the  agency  is  developing  a  prequalification 
process  aimed  at  increasing  the  number  of  loans  to  women. 

Mr.  Bowles.  Yes,  sir. 

Mr.  Mfume.  I  am  saying  to  you,  clearly,  that  I  think  the  groups 
listed  in  the  chart  that  you  prepared  clearly  have  a  greater  need 
and  certainly  have  a  longer  history  of  being  denied  the  kind  of 
loans  to  participate  at  levels  above  2,  3,  or  4  percent. 

Mr.  Bowles.  I  agree  with  you,  I  don't  think  one  excludes  the 
other. 

Chairman  LaFalce.  Mr.  Portman. 

Mr.  Portman.  Thank  you,  Mr.  Chairman. 

Mr.  Bowles,  thank  you  for  your  testimony.  I  would  like  to  ap- 
plaud you  for  your  overall  numbers  in  your  budget  request.  I  do 
think  you  are  getting  more  bang  from  the  taxpayer's  buck  by  mov- 
ing away  from  the  direct  lending  and  going  with  the  guarantee  pro- 
gram for  emphasis,  and  I  congratulate  you  and  applaud  you  for 
that. 

The  biggest  question  I  have  continues  to  be  the  SBIC  Program. 
I  know  you  spoke  to  Mrs.  Meyers  about  this  in  the  last  several 
months  and  I  would  love  to  get  some  more  information  from  you 
today,  if  possible. 

Mr.  Bowles.  Sure. 

Mr.  Portman.  My  impression  is  that  about  one-third,  maybe  30 
percent  of  the  present  program  is  gone  or  almost  gone  uncollectible 
and  maybe  another  20  percent  that  may  be  in  trouble.  I  wonder  if 
you  could  answer  the  following  questions  and  that  is,  first,  what 
are  the  total  losses  right  now  in  the  program? 

Mr.  Bowles.  Sure. 

Mr.  Portman.  How  does  SBA  cover  those  loans?  In  particular,  is 
SBA  covering  these  losses  from  the  Treasury;  and  what  is  the  dif- 
ference between  what  the  BLIF  will  cover  and  what  the  Treasury 
has  to  ante  up?  Finally,  where  does  Treasury  get  the  money?  Does 
it  show  up  in  the  Treasury's  account?  Is  it  a  cost  to  the  SBA?  Is 
it  a  cost  to  the  taxpayer? 

Mr.  Bowles.  Let  me  address  the  status  of  the  program  and 
where  the  funds  of  the  program  are  coming  from — Greg,  if  you  will 
answer  that  part  so  I  don't  mention  the  wrong  account. 

There  are  469  SBIC's  or  SSBIC's  today;  231  of  those  have  finan- 
cial difficulties.  Of  that  231,  199  are  in  liquidation,  32  are  on  our 
watch  list,  leaving  238  active  that  are  not  on  the  watch  list  or  in 
liquidation. 

Now,  let  me  stress  to  you  that  the  problems  inherent  in  the  old 
portfolio  that  we  inherited,  and  I  want  to  stress  that  we  inherited, 
are  there,  I  think,  for  a  number  of  systematic  problems  that  existed 
in  the  program: 

If  you  look  at  the  portfolio,  a  lot  of  the  people  should  not  have 
been  licensed  in  the  first  place.  They  were  not  strong,  experienced 
venture  capitalists.  They  were  people  who  simply  had  enough 
money  to  come  in  and  qualify  for  a  license.  They  did  not  have  any 
experience  in  the  venture  capital  business. 

Second,  the  amount  of  money  they  put  forward  was  not  enough 
seed  capital  to  give  the  program  a  chance  to  survive.  Some  were 
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funded  with  as  little  as  $500,000  to  $1  million  dollars.  Third,  the 
security  that  we  used  created  a  lot  of  problems  because  it  was  cur- 
rent paid  capital. 

As  you  probably  know,  Congressman  Portman,  if  in  fact  the  ven- 
ture capitalist  provides  current  paid  capital  to  the  small  business, 
the  last  thing  a  small  startup  business  needs  is  current  paid  cap- 
ital. They  need  all  the  capital  they  can  to  fund  losses  in  the  early 
years  and  to  finance  their  future  growth  so  they  can  remain  viable. 
They  consume  capital,  they  don't  need  current  paid  capital. 

The  new  program,  which  the  Congress  passed,  I  think  almost 
unanimously,  really  addresses  two  problems  and  we  have  ad- 
dressed the  other  problems  within  the  new  structure  at  the  SBA. 

First  of  all,  I  did  bring  in  a  new  management  team  led  by  Bob 
Stillman,  which  I  absolutely  assure  you  is  one  of  the  most  re- 
spected venture  capitalists  from  Wall  Street;  Second,  we  have  a 
system  where  we  will  only  license  strong,  experienced,  proven  ven- 
ture capitalists. 

Third,  we  are  going  to  require  enough  equity  capital  there  ahead 
of  us  so  that  the  venture  capital  firm  has  a  chance  to  survive.  They 
can  buy  enough  time  to  prove  these  companies  they  are  investing 
in  are  worthy;  and,  fourth,  the  new  security  itself  is  paid  capital. 
We  get  paid  when  the  venture  capitalist  later  invests  their  capital 
so  it  stays  in  the  small  business  and  has  a  chance  to  grow. 

But  of  the  238  companies  that  are  active  today  and  the  231  that 
are  either  in  liquidation  or  on  a  watch  list,  in  liquidation  there  are 
199.  The  anticipated  loss  in  that  area  is  $327  million.  On  the  watch 
list,  the  32  on  the  watch  list,  the  anticipated  loss  is  $47  million, 
bringing  the  total  anticipated  loss  to  $374  million. 

Our  total  exposure,  both  in  the  199  in  liquidation  and  the  238 
that  are  active,  is  $1.6  billion,  and  anticipated  loss  is  $374  million. 

Mr.  Walter.  To  understand  where  the  funding  of  the  losses  will 
take  place,  you  have  to  distinguish  between  two  different  popu- 
lations of  loans  now  because  of  the  enactment  of  Federal  credit  re- 
form. Federal  credit  reform  established  a  new  process  for  funding 
all  of  the  loan  programs  that  are  being  made  by  the  Federal  Gov- 
ernment. 

Any  loan  that  is  made  after  fiscal  year  1991  is  now  computed 
under  a  subsidy  rate  and  that  subsidy  rate  is  a  funded,  appro- 
priated item  by  the  Congress.  The  SBA  then  invests  this  subsidy 
appropriation  with  the  Department  of  the  Treasury  and  these 
funds  are  what  pay  for  any  losses  on  any  loans  that  were  made 
after  1992. 

The  loans  that  were  made  prior  to  1992,  which  is  when  the  ma- 
jority of  our  SBIC  loans  were  made,  would  be  funded  out  of  the  old 
existing  BLIF  fund,  which  is  now  termed  "a  liquidating  fund,"  and 
the  SBA,  as  well  as  all  the  Federal  agencies,  were  given  permanent 
indefinite  borrowing  authority  from  the  Treasury  to  fund  any 
shortfalls  in  that  fund  that  are  needed  to  pay  for  losses  or  any 
other  costs. 

In  order  to  exercise  that  funding  authority,  the  SBA  prepares  an 
apportionment  to  0MB  and  exercises  a  warrant  with  the  Treasury 
Department.  The  Treasury  Department  has  this  same  authority  as 
the  SBA,  to  issue  us  the  permanent  indefinite  borrowings. 
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It  is  an  impact  on  the  deficit  of  the  Federal  Government,  but  it 
is  not  an  item  the  Congress  needs  to  vote  on  and  it  does  not  impact 
the  SBA's  budget  request. 

Mr.  PoRTMAN.  Mr.  Walter,  I  don't  know  if  you  know  the  answer 
to  this  but  how  does  Treasury  account  for  that? 

Mr.  Walter.  In  our  talking  with  the  Treasury,  they  have  told  us 
they  use  the  same  authority  we  have  and  that  is  tne  permanent 
indefinite  authority.  I  am  not  sure  as  far  as  their  accounting  or 
whether  they  have  to  do  a  budget  request  for  it. 

Mr.  PoRTMAN.  Appreciate  the  numbers.  Thank  you  very  much. 
Yield  back  my  time. 

Chairman  LaFalce.  Mr.  Mazzoli. 

Mr.  Mazzoli.  Thank  you,  very  much,  Mr.  Chairman.  Mr.  Bowles, 
before  I  get  into  the  issue  that  I  mentioned  earlier  about  the  503 
Program,  you  showed  a  very  complicated  and  thick  loan  application 
of  some  sort  a  moment  ago  which  was  up  to  more  or  less  your 
watch,  and  now  the  new,  which  is  a  single  page. 

My  first  reaction  is  really,  Hosanna,  because  I  think  all  of  our 
colleagues  here  feel  that  the  small  business  people  in  our  commu- 
nities are  just  loathe  to  get  involved  because  of  all  the  paperwork 
and  the  snarl.  So  I  really  salute  you  for  that. 

I  guess  the  only  question  I  would  have  is,  does  that  single  piece 
of  paper,  that  single  loan  application,  give  you  all  the  information 
you  need  to  make  sure  that  if  it  is  a  direct  loan  or  if  it  is  a  guaran- 
teed loan  that  the  taxpayers  are  still  protected  because  the  paper 
trail  can  still  be  established? 

Mr.  Bowles.  Yes,  sir.  That  is  a  good  question.  That  is  one  of  the 
things  we  wanted  to  make  sure  of.  You  have  to  remember  this  is 
a  guarantee  program.  So  we  have  available  not  just  this  informa- 
tion but  all  the  additional  credit  information  the  bank  asks  for,  too. 

A  lot  of  the  information  we  had  was  simply  redundant.  We  feel 
comfortable  this  loan  documentation  gives  us  the  information  we 
need,  but  it  has  a  great  side  benefit.  We  have  been  test  marketing 
this  now  for  several  months,  starting  in  San  Antonio,  Texas,  and 
Dallas.  We  have  now  spread  throughout  Texas,  Arkansas,  Louisi- 
ana, Oklahoma,  and  New  Mexico.  The  average  size  loan  we  are 
making  under  this  program  is  only  $47,000.  The  average  size  busi- 
ness has  four  or  fewer  employees,  and  18  percent  are  going  to 
women-owned  businesses  and  24  percent  are  going  to  minorities. 

So  we  are  reaching  that  sector  of  the  small  business  populace 
that  truly  has  been  starved  for  capital,  and  we  have  banks  that 
have  refused  to  participate  in  the  SBA  Program  for  years  and  years 
who  now  for  the  first  time  are  coming  back  saying,  gosh,  this  is 
something  we  can  work  with. 

Mr.  Mazzoll  We  have  had  the  peculiar  situation.  It  is  almost 
like  "Alice  in  Wonderland,"  you  go  through  and  things  are  turned 
upside  down,  where  people  in  the  small  business  category  would 
not  even  be  slightly  interested  in  the  Small  Business  Administra- 
tion. They  would  turn  away  from  it.  So  anything  you  can  do  to  lure 
them  back,  the  population  we  should  be  targeting  anyway,  so  much 
the  better. 

May  I  return  now  to  503.  The  situation  at  home  involves  a  young 
man  by  the  name  of  Doug  Gossman  who  has  two  Bristol  res- 
taurants. He  borrowed  in  1984  under  the  503  Program,  which  as 
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you  know,  Mr.  Chairman,  was  changed  in  1986.  He  borrowed 
money,  a  fairly  substantial  amount  of  money,  carrying  a  13.9  per- 
cent annual  interest  rate. 

Doug,  because  he  is  a  very  aggressive  entrepreneur,  is  thinking 
he  would  love  to  open  a  third  Bristol  restaurant,  but  to  pay  off  the 
old  loan  will  take  a  penalty — and  I  am  glad  you  used  the  term  "on- 
erous" in  your  statement — I  think  an  onerous  penalty  of  $170,000, 
40  percent  basically  of  what  he  yet  owes  on  this  account. 

As  we  now  find  out,  and  I  think  as  your  figures  verify,  there  are 
something  like  3,600  or  3,700  entrepreneurs  around  the  country- 
there  are  76  to  100  in  Kentucky— who  are  in  this  503  Program. 
There  is  a  fairly  substantial  sum  of  money  nationally  which  is  yet 
owed  on  it.  But  almost  all  of  these  people,  and  the  20  or  so  I  have 
had  contact  with  at  home,  want  to  do  new  things,  create  new  jobs. 
They  cannot  do  it  because  of  these  great  penalties.  So  I  guess  I 
would  have  two  or  three  questions. 

One  comment.  Except  for  the  fact  Chairman  LaFalce  has  been  as 
aggressive  as  he  has  been,  we  would  probably  be  nowhere  on  this 
whole  issue.  But  he  has  been  strong.  In  November  of  1993,  Mr. 
Chairman,  I  think  you  dropped-in  a  most  recent  formulation  of  a 
bill  that  might  help  solve  the  problem. 

My  question  to  you,  Mr.  Bowles,  would  be  this:  Are  you  going  to 
try  to  fight  to  keep  this  $30  million  or  more,  and  maybe  even  go 
beyond  that  at  some  point,  to  help  these  entrepreneurs? 

Mr.  Bowles.  Congressman,  I  absolutely  am.  The  Chairman  has 
been  a  stalwart  in  this  effort  and  so  has  the  President.  This  $30 
million  is  here  because  of  the  President.  Absolutely,  I  can't  tell  you 
the  number  of  notes  I  have  gotten  from  the  President  where  he  has 
read  something  about  it,  either  a  "Wall  Street  Journal"  article,  and 
said  we  must  do  something  about  this. 

This  prepayment  penalty,  this  onerous  prepayment  penalty  is 
just  that.  It  is  like  nothing  that  exists  in  the  private  sector.  If  there 
were  banks  having  prepayment  penalties  like  this  you  all,  the 
Banking  Committee  here,  would  be  outraged  by  it.  It  is  not  right. 
The  Congress  saw  it  wasn't  and  that  is  why  they  put  forward  the 
504  prepayment  penalty  which  is  very  similar  to  that  which  exists 
in  the  private  sector. 

Mr.  Mazzoli.  One  of  the  things  that  the  President  can  justifiably 
take  credit  for  is  the  fact  the  interest  rates  have  gone  down  so 
much  since  he  stood  for  office.  Now  people  have  refinanced  and 
there  is  a  big  pool  of  money  out  there  now  that  is  being  used  for 
a  lot  of  different  activities  that  would  have  been  locked  up  in  mort- 
gages and  locked  up  in  other  kinds  of  activities.  These  people  are 
locked  in  because  they  cannot  go  out  into  the  market  and  refinance 
at  the  lower  interest  rates  that  they  would  be  qualified  for. 

So  it  seems  to  me  both  because  this  would  be  good  for  them,  in 
the  sense  of  equity,  it  would  be  also  good  for  the  country  from  the 
standpoint  of  job  creation.  So  the  amount  of  money  is  helpful.  I  un- 
derstand it  would  take  probably  more  than  that  to  really  directly 
help  these  people  in  a  fundamental  way.  But  do  you  need  legisla- 
tion to  accomplish  anything  of  which  you  seek  to  do,  Mr.  Chair- 
man? 
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Mr.  Bowles.  I  think  we  do,  but  I  am  not  sure  that  is  something 
I  would  have  to  check  on.  Let  me  tell  you,  it  is  possible  the  $30 
million  could  be  enough.  Not  probable  but  possible. 

First  of  all,  we  only,  the  503  borrowers  themselves  did  a  survey 
among  themselves  and  they  guesstimated  that  about  20  percent  of 
the  503  borrowers  would  prepay.  Since  the  total  cost,  if  all  prepaid 
using  the  504  prepayment  penalty,  would  be  $162  million.  Twenty 
percent  of  that  is  about  $32  million. 

Mr.  Mazzoli.  So  it  could  be  close. 

Mr.  Bowles.  Could  be  close.  In  addition,  you  would  expect  that 
those  who  have  the  highest  interest  rates  would  be  more  likely  to 
prepay,  and  if  you  do  an  analysis  starting  at  a  100  percent  for 
those  that  are  currently  at  16  percent  and  work  down  to  those  that 
are  at  7  percent,  you  can  see  doing  an  analysis  where  $30  million 
could  be  enough. 

The  problem  is  that  the  Treasury,  only  accounts  for  outflow. 
They  do  not  count  the  inflow  in  that.  We  have  estimated  the  cost 
of  not  eliminating  this  proposal  could  be  somewhere  over  the  next 
4  years  of  $18  to  $27  million  in  just  foregone  taxes  and  revenues 
from  people  like  the  ones  you  mentioned  who  want  to  open  up  an 
expansion  or  hire  more  people.  The  average  person  in  the  503  Pro- 
gram wants  to  increase  their  em.ployment  by  14  percent  and  are 
locked  in  from  doing  that. 

Mr.  Mazzoll  I  am  glad  the  President  reads  the  "Wall  Street 
Journal."  I  do  not  always  agree  with  it,  but  it  has  used  in  its  edi- 
torial page,  Mr.  Barkley,  a  series  of  editorials  on  the  so-called  stat- 
ic and  dynamic  analyses  of  things.  I  think  the  Treasury  Depart- 
ment is  analyzing  this  in  a  static  fashion.  They  analyze  so  much 
of  a  loss  to  the  Treasury.  But  in  a  dynamic  analysis,  people  like 
Doug  Gossman  and  many  of  these  3,600  people,  some  of  whom 
would  take  advantage  of  tne  prepayment,  are  in  it  to  expand.  They 
are  in  it  to  do  things.  So,  if  ycu  were  to  have  a  short-term  loss  to 
the  Treasury  or  drop-off  to  the  Treasury,  it  seems  to  me  that  would 
be  more  than  made  up  in  new  jobs  and  the  benefits  that  would 
come  from  that. 

The  last  thing,  Mr.  Chairman,  and  you  have  been  very  indulgent. 
My  last  question,  Mr.  Bowles,  you  say  you  will  need  legislation.  I 
hope  that  you  send  it  to  the  Chairman  and  to  the  committee  as 
quickly  as  you  all  can  put  it  on  paper.  Because  that  would  help  him 
and  us  in  trying  to  fashion  a  proper  response. 

Second,  because  of  all  this — like  the  mills  of  the  gods  that  grind 
exceedingly  slow,  is  there  anything  administratively,  is  there  any- 
thing you  can  do  directly  with  the  Treasury  Department,  with  the 
Federal  Financing  Bank,  using  the  President  as  your  leverage  to 
do  something  administratively?  Is  there  any  possibility? 

Mr.  BowiJ!:s.  We  have  made  every  effort  to  come  up  with  an  ad- 
ministrative solution  to  this  problem,  and  I  can't  tell  you  the  num- 
ber of  times  I  have  met  with  the  folks  at  0MB  and  the  Treasury 
and  this  is  the  only  solution  that  we  were  able  to  come  forward 
with. 

Mr.  Mazzoll  OK,  well,  thank  you,  Mr.  Chairman  and  Mr. 
Bowles.  I  look  forward  to  working  with  you. 

Chairman  LaFalce.  Mr.  Baker. 

Mr.  Baker.  Thank  you,  Mr.  Chairman. 
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Mr.  Administrator,  I  appreciate  your  time  today.  I  have  some 
general  questions  concerning  programmatic  effectiveness  and  direc- 
tion of  the  agency.  Starting  first  with  the  concern  over  procurement 
assistance  programs  and  access  by  small  business  to  Federal  con- 
tracting opportunities. 

I  note  that  the  procurement  assistance  program  will  be  funded 
at  about  $1.3  million  less  than  in  past  years,  but  in  looking  at  the 
way  the  initiatives  m  8(a)  or  7(a)  procurement  assistance  have 
been  directed,  I  have  been  frustrated  a  little  by  the  end  result  of 
the  Government's  efforts  to  truly  help  "small  business." 

So  my  questions  are  framed  against  the  idea  that  a  Small  Busi- 
ness Administration  is  truly  looking  at  the  guts  of  the  American 
economy  which  provide  most  of  the  jobs.  In  fact,  although  minority 
assistance  and  women-owned  business  assistance  should  not  be  ex- 
cluded, it  seems  as  though  small  business  ownerships  that  do  not 
fit  one  of  the  two  programmatic  categories  have  been,  to  a  great  ex- 
tent. 

We  have  done  a  little  research  and  I  hope  I  am  incorrect  in  my 
observation  that  about  50  percent  of  all  8(a)  contracts  go  to  compa- 
nies from  predominantly  five  States;  that  about  36  percent  of  all 
8(a)  contracts  go  to  less  than  2  percent  of  the  8(a)  qualifying  firms. 
What  it  supports,  in  my  view,  is  a  realization  that  we  are  really 
helping  big  rather  than  small. 

Under  the  definition  of  "small  business"  under  8(a)  and  7(a),  you 
have  varying  standards,  but  it  still  will  be  500  employees  or  X  mil- 
lion dollars  a  year  in  gross  revenues,  and  that  tends  to  be  compa- 
nies with  a  proven  track  record  of  some  sophisticated  managerial 
experience.  I  understand  the  tendency  of  a  Federal  agency  to  gravi- 
tate toward  that  type  of  firm  rather  than  a  true  small  business. 

When  we  look  at  the  effects  and  targets  of  the  7(a)  Program,  the 
7(a)  Program,  it  really  has  been  more  toward  socially  and  economi- 
cally disadvantaged.  There  was  a  question  earlier  raised  as  to 
whether  or  not  7(a)  was  effectively  reaching  minorities.  I  join  that 
questioning  in  saying  are  we  really  reaching  small  business.  It 
seems  that  in  a  very  broad  view,  not  with  regard  to  this  adminis- 
tration or  past  administrations,  just  a  historical  overview,  that  the 
small  business  definitions  and  the  success  in  the  small  business  en- 
terprise ties  more  to  size,  more  to  historical  business  capability  and 
bonding  ability.  If  you  cannot  get  a  bond,  then  you  obviously  cannot 
get  a  contract.  So  your  bonding  program  is  extremely  important 
and  helpful. 

I  am  really  asking  in  a  very  broad  based  sense,  not  being  critical 
of  your  effort  at  all,  because  you  were  on  watch  very  early  and  you 
are  managing  a  program  which  has  been  around  for  many  years. 
It  just  seems  to  me  if  we  want  to  help  the  grocery  store  owner  com- 
pete with  the  very  large  national  chain  and  he  has  5  employees 
and  does  not  have  a  full  time  CPA  and  wants  to  expand  his  prod- 
uct lines  and  employ  15  people  rather  than  5,  that  if  he  has  a  busi- 
ness track  record  of  2  years  or  less,  if  his  credit  line  has  always 
been  at  the  margins  but  he  is  a  good  guy,  he  has  a  very  difficult 
time  in  getting  credit.  The  SBA's  Programs  have  not,  to  my  view, 
facilitated  his  growth  opportunities,  much  less  what  we  clearly  use 
as  entrepreneur  in  this  committee,  meaning  the  guy  has  a  great 


22 

idea,  a  design  product  and  who  wants  to  take  it  to  the  market. 
There  is  not  any  startup  money  for  that  kind  of  person. 

We  talk  about  startup  money  as  taking  a  small  company  and 
making  it  medium  sized.  The  doors  to  capital  access  have  been 
closed  because  of  the  financial  marketplace,  et  cetera,  dilemmas 
and  losses. 

I  serve  on  banking,  and  they  are  obviously  regularly  tightened 
down  dramatically,  and  the  SBA  is  the  only  mechanism. 

I  find  it  also  frustrating  in  an  area  where  we  had  a  base  closure, 
where  I  had  my  own  Administrator  of  the  SBA  in  my  State  say  to 
me  in  a  public  hearing,  in  response  to  the  question  what  are  we 
going  to  do  in  the  community  of  X,  Y,  or  Z  over  the  next  18  to  24 
months,  and  her  response  was,  well,  you  know  we  just  had  a  big 
military  facility  closedown,  that  is  not  a  good  place  to  do  business. 
I  think  I  missed  the  whole  point  of  SBA  when  I  heard  that  re- 
sponse. It  was  to  reach  into  areas  that  have  economic  problems,  be 
innovative  in  our  methodologies  and  help  real  American  small  busi- 
ness have  an  opportunity  to  grow.  I  am  not  upset  or  frustrated.  My 
comment  is  I  don't  believe  we  are  doing  that  and  I  don't  see  a  basic 
change  that  will  enable  us  to  be  able  to  do  that. 

Mr.  Bowles.  Congressman  Baker,  I  am  disappointed,  truly.  First 
of  all,  I  am  an  experienced  businessperson.  I  have  spent  my  entire 
career  in  the  private  sector.  I  have  started  many  small  businesses 
and  built  them  into  successful  companies  and  I  think  I  understand 
the  problems  of  the  small  business  populace. 

Two,  I  have  spent  an  extraordinary  amount  of  time  listening.  I 
can't  tell  you  the  number  of  town  hall  meetings  I  have  had.  I  had 
seven  big  ones  but  I  have  had  dozens  and  dozens  of  smaller  ones 
where  I  have  listened  to  thousands  of  small  businesses,  and  a  num- 
ber of  your  complaints  are  correct  about  our  agency. 

Historically,  it  has  not  been,  and  I  have  been  very  blunt  in  ad- 
mitting it,  it  has  not  been  the  most  efficient,  effective,  well-man- 
aged organization.  I  think  that  is  the  truth.  I  think,  at  the  same 
time,  that  we  have  taken  any  number  of  steps  during  the  first  9 
months  we  have  been  together  as  a  team  to  make  this  a  more  effi- 
cient, more  effective,  more  user-friendly  organization. 

I  think  your  statement  that  perhaps  we  have  focused  too  much 
on  the  middle-sized  company  and  not  enough  on  the  smaller  com- 
pany is  again  correct,  whether  it  is  a  minority  company  or  a  major- 
ity-owned company.  That  is  why  we  have  the  low  doc  program 
where  we  can  reach  out  to  that  small  business  and  make  that 
$47,000  loan  and  not  the  average  $250,000  loan,  which  is  the  aver- 
age size  loan  we  make  today,  to  make  a  loan  to  that  business  that 
has  4  employees  and  not  40  employees. 

Mr.  Baker.  I  know  the  Chairman  has  been  very  gracious  with 
his  time  and  I  don't  want  to  abuse  my  opportunity  but  just  to  fol- 
lowup,  I  have  some  specific  ideas. 

Mr.  Bowles.  I  would  love  to  hear  them. 

Mr.  Baker.  Just  an  idea,  for  example,  when  you  have  a  major 
Federal  installation  and  you  have  significant  procurement  and  con- 
tractual sei^ices,  not  sophisticated  design  projects  or  windshield  re- 
pair. 

Mr.  Bowles.  Sure. 
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Mr.  Baker.  I  find  that  within  a  100  mile  radius — we  tried  to  do 
our  homework  to  understand  the  reahty  and  I  visited  with  manage- 
rial people  in  proper  positions,  to  look  at  what  happens  in  a  com- 
munity where  they  are  told,  for  example,  go  out  and  build  housing 
because  we  are  going  to  expand  our  need  for  employees.  They  build 
the  housing,  budgetary  cutbacks  come,  the  housing  is  not  filled 
and,  in  fact,  they  pull  people  out  of  existing  housing  and  bring 
them  on  base,  as  an  example.  Or  where  they  are  told  we  need  X, 
Y,  and  Z  in  services,  then  the  on-base  management,  because  of 
budget  pressures,  builds  the  facilities  on  base. 

I  am  trying  to  make  it  go  the  other  way.  In  looking  at  where  con- 
tracts now  go,  they  not  only  do  not  go  in  the  geographic  area 
around  the  installation,  even  when  they  wind  up  going  out  of  State 
they  do  not  go  to  small  business.  Perhaps  we  should  require,  as  we 
now  do  for  other  specifically  identified  socially  disadvantaged 
groups,  some  percentage  of  dollars,  not  for  technologically  sophisti- 
cated work  products  to  be  spent  on  a  competitive  bid  basis. 

Not  give  it  to  anybody.  You  must  meet  certain  professional 
standards  to  small  businesses  with  a  new  definition.  I  think  new 
small  businesses,  somebody  less  than  50  employees,  is  the  kind  of 
category  I  am  talking  about.  Anybody  with  more  than  50  employees 
in  a  business  in  Louisiana,  who  has  been  here  more  than  a  year, 
is  a  big  business,  in  my  opinion. 

Those  are  the  folks  I  am  looking  toward  helping.  We  are  a  very 
rural  State.  The  hope  for  employment  opportunities  will  come  from 
the  expansion  of  the  25-person  business  to  a  50-person  business. 

I  will  send  you  something  in  writing,  but  we  are  spending  a  lot 
of  money  to  help  a  handful  of  folks  who  may  not  be  needing  quite 
so  much  help  as  they  are  getting. 

Mr.  Bowles.  Congressman,  I  want  you  to  know  I  am  focused  on 
that  segment.  In  the  working  capital  line  of  credit  program,  which 
was — you  are  on  the  Banking  Committee — which  was  a  loan  term 
disguised  as  a  revolving  loan.  It  did  not  work,  nobody  uses  it. 

As  you  well  know,  that  source  of  capital,  that  is,  the  least  avail- 
able to  that  small  business  today,  is  working  capital.  That  is  why 
we  have  got  a  program — we  went  out  to  the  private  sector.  I  met 
with  over  400  banks  to  redesign  our  working  capital  program  so  we 
would  have  a  program  that  worked  and  not  one  we  dreamed  up  in 
Government  and  said,  gosh,  let's  try  it  out. 

We  believe  we  will  put  out  over  a  billion  dollars  in  working  cap- 
ital this  year  for  folks  you  are  talking  about  so  they  will  have  the 
capital  they  need  to  grow  and  expand  their  businesses.  I  under- 
stand exactly  what  you  are  saying  and  we  are  truly  focused  on  that 
effort. 

Mr.  Baker.  Thank  you,  sir. 

Chairman  LaFalce.  Mr.  Poshard. 

Mr.  Poshard.  Thank  you,  Mr.  Chairman.  I  apologize  for  coming 
to  committee  late.  We  have  Secretary  Pena  before  our  Transpor- 
tation Committee  this  morning  and  I  needed  to  ask  him  some  im- 
portant questions. 

Chairman  LaFalce.  You  must  understand  your  priorities. 

Mr.  Poshard.  I  understand,  Mr.  Chairman.  I  do  understand, 
thank  you. 
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Mr.  Chairman,  I  would  like  to  ask  unanimous  consent  to  enter 
my  opening  remarks. 

Chairman  LaFalce.  Without  objection,  so  ordered. 

Mr.  POSHARD.  Thank  you. 

[Mr.  Poshard's  statement  may  be  found  in  the  appendix.] 

Mr.  PosHARD.  Secretary  Bowles,  I  appreciate  your  being 

Mr.  Bowles.  I  appreciate  the  promotion. 

Mr.  PosHARD.  The  promotion?  Well,  you  are  as  important  as  any- 
body else  in  this  administration. 

With  regard  to  budget  caps  that  we  have  established  in  the  budg- 
et, I  am  really  glad  to  see  your  agency  come  in  with  the  kind  of 
establishment  of  priorities  you  have  undertaken  here.  I  know  this 
is  what  I  consider  to  be  appropriate  where  the  agencies  really  do 
establish  priorities  and  stay  within  those  caps,  because  we  did 
agree  to  that  in  this  Congress  on  the  discretionary  side.  I  think  you 
have  done  a  very  commendable  job  and  outlinea  for  us  what  you 
consider  to  be  the  priorities  of  your  agency,  and  I  appreciate  that. 

I  especially  appreciate,  and  this  is  in  no  way  demeaning  to  the 
folks  that  work  in  the  headquarters'  staff  or  anywhere  else,  but 
when  you  are  out  in  the  districts  and  you  are  talking  in  town  meet- 
ings and  so  on  and  you  are  talking  about^the  necessity  of  cuts  in 
the  Federal  budget,  the  very  first  thing  that  anyone  relates  to  you 
is  the  fact  that  we  should  somehow  get  more  people  out  of  Wash- 
ington and  out  into  the  field.  If  you  are  going  to  do  those  kind  of 
cuts,  cut  there  first. 

Well,  I  think  you  have  done  that  and  I  appreciate  it.  I  appreciate 
the  way  the  staff  has  been  shifted  and  reduced,  and  I  think  we 
should  all  appreciate  that. 

The  reality  of  charging  people  for  using  Government  service  in 
a  realistic  way  with  the  user  fees,  the  SBDC  counseling  and  the 
business  publications,  I  think  that  is  an  important  step.  I  think  all 
Federal  agencies  are  going  to  have  to  start  addressing  some  of  our 
budget  problems  in  that  realistic  approach. 

Folks  will  probably  be  surprised  by  it  and  some  will  probably  re- 
ject it,  but  I  think  it  is  necessary  and  I  commend  you  for  your  ef- 
forts in  setting  those  things  forward. 

Just  one  quick  question  with  respect  to  the  empowerment  zones. 
Does  the  agency  have  any  responsibility  in  helping  to  choose  those 
empowerment  zone  locations,  or  is  your  responsibility  strictly  with 
respect  to  what  you  will  do  once  those  have  been  established? 

Mr.  Bowles.  I  have  a  seat  on  the  Empowerment  Zone  Board. 
The  final  decision  on  where  the  urban  empowerment  zones  go  will 
rest  with  Secretary  Cisneros,  and  the  final  decision  on  the  rural 
ones  will  be  with  Secretary  Espy.  But  we  do  plan  to  have  a  collabo- 
rative process.  We  do  plan  to  review  as  a  board  all  of  the  incoming 
applications.  I  will  be  particularly  asked  to  respond  to  the  portion 
of  that  affecting  our  programs,  which  are  the  one-stop  capital 
shops,  and  to  give  my  opinion  on  which  of  those  I  believe  are  the 
best  and  which  need  improvement. 

Mr.  PosHARD.  Can  you  supply  information  to  those  of  us  who  are 
very  interested  in  this,  because  I  represent  a  large  rural  area  that 
has  some  counties  with  27  to  28  percent  unemployment?  Because 
we  have  a  declining  coal  economy  and  so  on,  can  you  supply  us 
with  guidelines  as  to  what  you  may  be  looking  for  with  respect  to 
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the  part  of  the  empowerment  zone  consideration  for  which  you  may 
have  responsibility? 

Mr.  Bowles.  Yes,  we  can. 

Mr.  PosHARD.  I  would  really  appreciate  that. 

Mr.  Bowles.  We  will  do  it. 

Mr.  PosHARD.  Thank  you,  sir. 

[The  material  may  be  found  in  the  appendix.] 

Mr.  PosHARD.  Thank  you,  Mr.  Chairman. 

Chairman  LaFalce.  Thank  you,  Mr.  Poshard. 

I  am  going  to  ask  a  few  questions  and  I  will  get  to  you. 

Mr.  Bowles,  I  remember  when  President  Clinton  came  in  he  was 
explaining  to  the  American  public  and  to  the  Congress  that  the  so- 
called  "recovery"  had  been  a  jobless  recovery.  I  believe  he  now 
makes  the  claim  that  we  have  created  more  new  jobs  in  the  past 
year,  1993,  than  we  did  the  entire  preceding  4  years.  Do  you  recall 
what  those  numbers  are  so  far  as  new  jobs  created  in  the  year 
1993? 

Mr.  Bowles.  I  am  sorry,  I  don't  remember  the  exact  numbers, 
Mr.  Chairman. 

Chairman  LaFalce.  Well,  I  am  wondering  if  we  have  any  idea 
what  percentage  of  those  new  jobs  that  have  been  created  have 
been  created  through  the  small  business  sector? 

Mr.  Bowles.  I  think  the  vast  majority  of  all  the  new  jobs,  no 
matter  what  statistical  information  you  look  at,  comes  from  the 
small  business  sector. 

Chairman  LaFalce.  Can  you  get  together  with  the  Department 
of  Labor,  the  Census  Bureau,  whoever  it  is,  and  try  to  get  me  the 
data  on  that? 

Mr.  Bowles.  Yes,  sir,  I  will. 

Chairman  LaFalce.  The  new  jobs  created  in  1993,  what  kind  of 
jobs,  what  sectors,  by  size  and  then  by  sector,  too,  or  industry.  Just 
get  a  handle  on  what  it  is  that  we  are  doing. 

[The  information  may  be  found  in  the  appendix.] 

Chairman  LaFalce.  My  inclination  is  to  believe  that  the  vast 
preponderance  of  them  would  be  through  the  small  business  sector, 
yes.  I  think  there  is  a  growing  realization  throughout  the  world 
that  future  job  growth  is  going  to  be  dependent  upon  stimulation 
of  the  small  business  sector. 

I  had  a  hearing  yesterday  and  I  had  representatives  from  APEC, 
the  Asian  Pacific  Economic  Cooperation  group.  They  have  estab- 
lished four  goals  and  one  of  their  four  is  development  of  the  small 
business  sector  in  all  the  Asian  Pacific  countries.  They  think  this 
is  very,  very  important. 

We  realize  that  the  OECD,  not  APEC  now  but  the  OECD,  has 
created  a  working  group  on  small-  and  medium-enterprises  because 
of  their  great  concern.  One  of  the  big  problems  in  Europe  is  the  fact 
they  have  not  been  creating  new  jobs  in  Europe.  As  a  matter  of 
fact,  I  think  that  President  Clinton  has  proposed  getting  together 
with  the  leaders  of  Europe  to  have  a  summit  meeting  on  why  they 
have  been  unable  to  create  new  jobs  and  how  we  can  create  new 
jobs. 

Again,  the  importance  of  the  small  business  community  is  going 
to  be  underscored  here.  So  I  think  that  we  are  seeing  something 
that  is  very  true  in  the  United  States  and  also  true  around  the 
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world.  Our  large  businesses  are  retrenching;  they  are  laying  off; 
and  they  are  not  finished  with  this  laying  off.  Every  day  you  read 
in  the  paper  that  IBM  is  laying  off,  Sears  is  laying  off,  Eastman 
Kodak  is  laying  off,  GM  is  laying  off.  They  might  be  increasing 
their  revenues,  increasing  their  earnings,  increasing  their  profit, 
whatever  it  may  be,  but  they  are  also  doing  all  of  this  with  fewer 
and  fewer  employees.  So  we  need  job  growth. 

I  think  we  need  to  spend  more  and  more  time  and  attention — 
and  whether  this  is  something  within  SBA  that  you  should  do  or 
whether  the  chief  counsel  should  do  this,  I  am  not  sure.  Maybe 
both  of  you  should  be  doing  it  and  I  am  not  sure  exactly  what  you 
should  be  doing  either,  but  it  seems  to  me  whatever  it  takes  to  as- 
sist this  effort,  domestically  and  internationally,  should  be  done. 

I  am  sure  you  agree,  but  do  you  have  any  additional  thoughts  on 
that  that  you  would  like  to  add  at  this  point  in  time? 

Mr.  Bowles.  No,  I  simply  agree,  Mr.  Chairman.  In  each  and 
every  one  of  our  programs  now  I  think  jobs  are  our  bottom  line. 
That  is  what  we  look  at.  So  we  look  at  the  number  of  jobs  that  will 
be  created  or  maintained  in  each  of  one  of  our  programs.  In  the 
programs  we  have  outlined  and  the  capital  we  plan  to  put  to  work 
this  year,  we  believe  almost  1.2  million  jobs  will  be  either  created 
or  maintained  by  these  programs  at  the  SBA. 

Chairman  LaFalce.  Big  business  is  laying  off  so  many  employ- 
ees, very  often  they  are  laying  off  middle  management,  which 
forms  a  potential  entrepreneurial  class,  too.  I  think  the  private  sec- 
tor has  developed  a  vast  array  of  seminars,  conferences,  and  pro- 
grams, especially  geared  for  this  type  of  individual — the  Ph.D.,  the 
MBA,  and  what  have  you  who  has  had  a  job  for  20  years  and  all 
of  a  sudden,  boom,  there  is  a  layoff. 

Has  the  SBA  developed  special  outreach  efforts  for  this  type  of 
person? 

Mr.  Bowles.  Yes,  sir.  I  can  give  you  an  example.  We  have  a  pilot 
project  we  tested  up  in  Connecticut  very  successfully  at  a  major  de- 
fense contractor  that  was  going  through  a  downsizing,  and  we  lo- 
cated one  of  our  SBDC  operations  on  the  facility  to  teach  the  folks 
who  were  being  laid  off  how  you  go  about  starting  a  small  business, 
where  you  get  the  capital  from,  how  can  we  help  to  get  you  the  cap- 
ital, what  are  the  resources  you  need. 

We  have  a  business  information  center  there  which  looks  at  op- 
portunities by  industry  segment  by 

Chairman  LaFalce.  Do  we  have  any  special  books  on  this,  any 
VHS  tapes,  et  cetera,  through  the  SBA? 

Mr.  Bowles.  We  have  both  of  those. 

Chairman  LaFalce.  I  would  like  to  see  those. 

Mr.  Bowles.  We  will  get  those  for  you,  sir. 

Chairman  LaFalce.  I  talked  about  big  business  retrenching  and 
creating  some  potential  for  the  small  business  community,  entre- 
preneurial development,  but  we  have  another  phenomenon  taking 
place  in  the  world,  too,  and  that  is  the  transition  from  centrally 
planned  economies  to  market  economies,  and  further  than  the  tran- 
sition from  partial  plan,  partial  capitalistic  economies  to  more  cap- 
italistic economies  and  using  what  is  referred  to  as  privatization  as 
the  means  to  achieve  this. 
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Now,  there  can  be  good  privatization  and  bad  privatization,  but 
there  can  be  nomenclature  privatization.  There  can  be  patron  pri- 
vatization in  Russia,  in  Mexico,  and  the  haves  under  the  centrally 
planned  economies  become  the  haves  under  the  capitalist  system. 
There  is  really  a  transfer  of  wealth  to  a  relatively  small  handful, 
an  elite  group  of  individuals.  So  we  do  not  really  achieve  equity  for 
the  masses,  or  the  possibility  of  equity  for  the  masses. 

We  do  not  help  bring  about  the  distribution  of  existing  or  poten- 
tial wealth.  We  do  not  help  to  develop  a  small-  and  medium-sized 
entrepreneurial  class.  I  am  just  wondering  if  anybody  in  SBA  is 
thinking  about  what  we  may  be  able  to  do  at  this  most  propitious 
moment  in  the  history  of  the  world. 

We  do  not  have  too  many  examples  when  centrally  planned 
economies  are  all  going  out  of  existence  and  are  going  to  a  market 
economy.  So  there  is  a  special  opportunity  for  us  across  the  world, 
and  I  am  wondering  if  SBA  is  thinking  along  those  lines. 

Mr.  Bowies.  Mr.  Chairman,  as  you  probably  know,  99  percent 
of  our  efforts  are  domestic. 

Chairman  LaFalce.  I  know.  I  know. 

Mr.  Bowles.  We  are  focused  on  that  sector  of  the  small  business 
populace  that  has  historically  been  starved  for  capital,  that  has  not 
had  an  opportunity  to  have  a  chance  at  the  American  dream  to 
have  their  own  business. 

Chairman  LaFalce.  What  I  am  getting  at,  in  your  meetings  in 
the  councils  of  government,  whenever  you  have  an  opportunity  to 
meet  with  the  National  Economic  Council,  with  whoever  it  might 
be.  State  Department,  whatever  forums  exist,  you  can  become  not 
only  as  a  spokesman  as  the  small  businessperson  of  the  United 
States  but  for  the  potential  small  business  class  in  other  countries, 
without  which  those  other  countries  will  not  be  able  to  achieve  de- 
cent living  standards. 

There  is  a  self-interest  here,  too.  It  is  in  our  interest  to  see  that 
these  other  countries  do  develop  not  just  for  military  or  political, 
but  for  economic  purposes,  too.  The  more  they  are  able  to  raise 
their  standard  of  living,  the  more  we  can  then  compete  on  fair 
terms  with  them;  the  less  likely  it  is  that  we  are  to  see  a  depres- 
sant impact  on  our  domestic  wages  and  standards  of  living  because 
of  the  fact  we  do  want  to  engage  in  trades  with  them  in  relatively 
unfettered  terms.  There  is  self-interest  here. 

This  is  a  bit  off  the  details  of  the  SBA  Programs,  but  I  just  want- 
ed to  toss  it  out. 

Mr.  Bowles.  Thank  you. 

Chairman  LaFalce.  Mr.  Zeliff. 

Mr.  Zeliff.  Thank  you,  Mr.  Chairman. 

On  that  line,  I  think,  a  great  opportunity  I  see,  particularly  in 
New  Hampshire  and  as  a  result  of  NAFTA  and  other  trade. 

Chairman  LaFalce.  Are  they  going  from  centrally  planned 
economies  or  market  economies  to 

Mr.  Zeliff.  I  am  saying  the  SBA  could  fill  a  very  important, 
vital  role  in  teaching  small  businesses  how  to  go  about  export.  I 
think  that  in  terms  of  growth,  that  is  really  where  some  tremen- 
dous growth  is. 

But  that  is  not  my  question. 
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In  talking  about  the  7(a)  loan  programs — and  again  my  com- 
pliments to  you  on  the  one  sheet  that  you  have  come  up  with.  It 
certainly  will  assess  many,  many  more  loans  that  will  help  put 
money  where  it  is  needed — what  is  your,  as  the  doctor  of  small 
business,  whether  you  are  at  the  secretary  level  or  not,  if  anybody 
is  going  to  be  at  the  secretary  level,  I  would  like  to  see  the  small 
business  and  you  be  there.  However,  that  is  an  argument  for  a  dif- 
ferent day. 

As  a  doctor  of  small  business  in  your  year  that  you  have  been 
there,  how  do  you  think  the  patient  is,  relative  to  capital,  and  are 
we  going  to  live? 

Mr.  Bowles.  Yes,  I  am  a  great  believer  in  one  word  answers.  The 
patient  is  well.  That  is  not  to  say  that  we  do  not  lack  for  additional 
medicine  to  improve  our  health. 

Small  businesses  remain  starved  for  capital,  particularly  various 
segments  of  the  small  business  populace.  In  today's  environment, 
there  is  very  little  incentive  for  a  commercial  bank  or  nonbank  to 
make  that  $50,000  loan.  You  had  the  same  up-front  cost  in  a 
$50,000  loan  as  you  do  in  a  $5  milhon  loan. 

Not  only  do  you  have  the  same  up-front  cost,  which  is  dispropor- 
tionate to  the  size  of  the  loan  and  therefore  the  return,  but  your 
maintenance  costs  of  that  loan,  once  you  make  it,  is  much  higher 
because  you  have — the  borrower  does  not  have  a  chief  financial  of- 
ficer, a  chief  accounting  officer.  So  the  bank  is  required  to  perform 
a  number  of  those  functions  for  the  borrower  that  they  would  not 
have  to  with  a  larger  borrower.  So  the  risk-reward  is  kind  of  out 
of  kilter. 

That  is  really  the  job  of  SBA,  to  come  in  there  and  to  help  that 
small  business  have  a  chance  to  have  the  capital  they  need  to  cre- 
ate jobs,  to  grow,  to  have  the  working  capital  they  need  to  finance 
that  future  growth,  to  make  the  capital  expenditure  so  they  can  be- 
come more  productive. 

Our  job  is  also  in  the  area  of  regulatory  relief.  There  are  any 
number  of  small  businesses  I  heard  complaining  over  and  over 
again  about  those  Government  regulations  that  have  a  dispropor- 
tionate adverse  effect  on  small  business.  Our  job  is  to  attack  them 
and  attack  them  head  on. 

We  are  going  to  have  a  conference  that  we  are  putting  together 
with  the  folks  at  0MB  that  will  occur  in  the  middle  of  March 
where  we  are  inviting  in  the  small  business  trade  organizations  to 
meet  with  the  primary  regulators  from  Labor,  from  the  Treasury, 
from  the  IRS,  from  0MB,  to  talk  about  those  Government  regula- 
tions, and  then  we  are  going  to  put  together  work  groups  by  indus- 
try and  hopefully  come  up  with  some  recommendations  of  some  of 
those  regulations  that  can  be  removed  that  are  particularly  oner- 
ous. 

So  there  are  a  number  of  things  we  can  continue  to  do  to  make 
the  patient  better  off,  but  I  do  think  you  see  the  small  business — 
if  you  look  at  our  numbers  or  anybody  else's  numbers,  you  can  see 
some  very  improving  numbers  and  encouraging  signs  for  the  small 
business  sector. 

Mr.  Zeliff.  On  page  7  of  your  statement,  you  discuss  new  loan 
servicing  centers,  and  I  am  well  aware  of  the  need  perhaps  to  ex- 
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pand  your  operations  in  California,  but  what  is  the  situation  in  Ar- 
kansas that  would  require  a  new  loan  servicing  center? 

Mr.  Bowles.  First  of  all,  that  loan  servicing  center  in 
Arkansas 

Mr.  Zeliff.  Would  it  be  better  placed  in  New  Hampshire,  for  ex- 
ample. 

Mr.  Bowles.  There  is  a  long  history  for  this. 

Mr.  Zeliff.  I  am  familiar  with  the  history  and  I  think  New 
Hampshire  was  a  candidate  back  in  this  Bush  administration. 

Mr.  Bowles.  The  Bush  administration  picked  Little  Rock,  Ar- 
kansas as  a  place  to  put  the  second  loan  servicing  center.  They 
picked  New  Hampshire  right  before  the  Presidential  primary  to  put 
a  third  loan  servicing  center.  We  took  a  hard  look  at  it  and  believed 
that  we  only  needed  two. 

We  needed  a  second  one  to  service  regions  1  through  5.  We  need- 
ed to  expand  the  one  in  California  to  service  not  only  region  9,  but 
also  regions  6  through  10.  We  felt,  then,  the  opportunity  to  put  the 
one  that  had  originally  been  recommended  in  Little  Rock  made 
sense  and  decided  to  go  forward  with  that  recommendation. 

Mr.  Zeliff.  Vice  President  Gore's  number  one  recommendation 
for  the  SBA  in  the  National  Performance  Review  is  to  allow  judicial 
review  of  the  Regulatory  Flexibility  Act.  More  than  240  Members 
of  Congress  are  cosponsoring  legislation  to  do  just  that.  The  SBA 
testified  in  favor  of  this  last  November. 

To  your  knowledge,  is  this  still  the  position  of  the  Clinton  admin- 
istration, or  have  you  changed  your  position? 

Mr.  Bowles.  It  certainly  is  the  position  of  the  SBA. 

Mr.  Zeliff.  The  last  question  is  concerning  your  salary  and  ex- 
pense budget.  I  recently  read  in  the  newspaper  an  article  titled 
"Clinton  Foreign  Policy  Inside  the  Beltway" — that  claims  several 
senior  SBA  employees  accompanied  the  President  on  his  recent  Lrip 
to  Geneva. 

The  question  I  would  have:  What  would  the  SBA's  mission  be  in 
Geneva  and  could  you  supply  the  committee  with  a  list  of  SBA  em- 
ployees currently  on  detail  elsewhere? 

[The  information  may  be  found  in  the  appendix.] 

Mr.  Zeliff.  This  particular  article  points  out  that  Katie  Broeren, 
is  it,  chief  of  staff  of  Small  Business  Administration 

Mr.  Bowles.  Katie  Broeren,  yes. 

Mr.  Zeliff.  [continuing.]  of  all  domestic  agencies  was  in  Switzer- 
land to  handle  preparations  for  President  Clinton's  January  15th 
meeting  in  Geneva.  While  I  compliment  our  overall  commitment  to 
reduce  our  cost,  I  am  concerned  that  we  are  using  SBA  resources 
in  ways  that  are  not  targeted  toward  development  of  jobs  in  small 
business. 

Mr.  Bowles.  Congressman,  just  to  set  the  record  straight,  we  are 
authorized  for  3,814  employees  in  our  1994  budget.  We  currently 
have  on  board  only  3,689.  So  we  are  well  below  our  authorized 
level  and  we  have  reduced  the  employment  significantly  at  the  SBA 
trying  to  make  it  a  more  efficient,  more  effective  organization  and 
are  doing  our  part  to  bring  down  the  budget  deficit. 

We  will  reduce  it  further  in  1995.  Our  authorized  level  in  1995 
is  3,741,  we  will  probably  fund  only  3,616  positions.  So,  again, 
bringing  down  that.  Katie  Broeren  did  go  to  Geneva  with  the  Presi- 
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dent.  She  has  substantial  experience  in  putting  together  events 
such  as  the  conference  that  was  held  by  the  President  in  Geneva. 

That  was  a  very  critical  conference  for  the  administration.  She 
had  a  high  degree  of  experience  in  that  area  and  I  agreed  to  allow 
her  to  go  for  that  particular  conference  to  advance  that  event. 

Mr.  Zeliff.  I  want  to  make  a  final  comment  that  I  heard  last 
night  at  the  tourism  unity  dinner  that  there  is  going  to  be  a  White 
House  Conference  on  tourism.  I  imagine  that  will  fall  under  your 
bailiwick  at  some  point  or  maybe  it  is  under  Secretary  Brown. 

Mr.  Bowles.  It  is. 

Mr.  Zeliff.  But  I  would  hope  there  would  be  some  implications 
of  small  business  there  and  certainly  small  business  would  be  rep- 
resented. I  think  there  are  a  lot  of  good  things  that  you  are  doing 
and  I  congratulate  you  for  that,  and  particularly  the  one  sheet  form 
which  will  be  a  big  help  to  opening  up  capital  for  small  business. 

I  would  like  to  say  that  I  would  love  to  have  you  do  a  town  meet- 
ing in  New  Hampshire.  As  I  have  indicated  to  you  on  several  occa- 
sions before,  I  would  love  to  work  with  you  on  it  and  I  wish  you 
well. 

Mr.  Bowles.  Thank  you. 

Chairman  LaFalce.  Thank  you,  Mr.  Bowles,  and  gentlemen  of 
the  SBA.  We  thank  you  very  much  for  your  testimony  and  we  will 
be  working  further  with  you  privately  in  order  to  further  discuss 
the  balancing  process  to  come  up  with  the  reauthorization  for  all 
your  programs. 

Thank  you  very  much. 

Mr.  Bowles.  Thank  you,  Mr.  Chairman. 

[Whereupon,  at  11:50  a.m.,  the  committee  was  adjourned,  subject 
to  the  call  of  the  Chair.] 
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OPENING  STATEMENT  OF  JOHN  J.  LaFALCE,  CHAIRMAN 
COMMITTEE  ON  SMALL  BUSINESS 

HEARING  ON  SBA'S  BUDGET  FOR  FISCAL  YEAR  1995 

FEBRUARY  24,  1994 


The  Committee  will  come  to  order. 

This  morning  the  Committee  meets  to  receive  testimony  on  the 
budget  request  of  the  Small  Business  Administration  for  fiscal 
year  1995.   We  are  pleased  to  have  before  us  in  support  of  this 
request  the  Administrator  of  SBA,  the  Honorable  Erskine  Bowles. 
This  budget  request  reflects  very  tough  choices  which  have  been 
made,  and  thus  we  are  especially  pleased  to  have  the 
Administrator  before  us  to  explain  the  rationale. 

The  Congress  appropriated  budget  authority  for  SBA  for  19  94 
in  the  sum  of  $798  million.   The  request  for  1995  is  $806 
million.   Since  this  is  approximately  the  cost  to  the  Agency  of 
the  locality  pay  increase  which  the  Agency  must  absorb,  the 
budget  request  is  basically  to  "straight-line"  SBA. 

On  the  positive  side,  the  Administration  proposes  increases 
and  initiatives  

doubling  the  size  of  the  Certified  Development  Company 

Program  to  $2.1  billion; 

a  major  increase  in  the  new  SBIC  Participating  Security 

to  $500  million; 

Agency  participation  in  empowerment  zones; 

a  first  step  to  provide  relief  from  the  onerous  503 

prepayment  penalty;  and 

maintenance  of  a  high  level  of  7(a)  loan  guarantees. 

In  order  to  pay  for  these  items  without  a  budget  increase, 
there  is  a  downside: 

elimination  of  all  direct  loans,  including  economic 

opportunity,  handicapped,  disabled  veterans,  8(a),  and 

the  purchase  of  preferred  stock  from  Specialized  SBICs; 

elimination  of  the  regular  surety  bond  guarantee 

program  and  reliance  upon  major  sureties  participation 

in  the  new  pilot  preferred  Surety  Bonds  Guarantees 

Program; 

a  major  increase  in  disaster  loan  interest  rates,  for 

most  borrowers  a  doubling; 

imposition  of  fees  for  counseling  through  the  Small 

Business  Development  Center  Program,  loan  servicing 

actions  and  the  sale  of  documents; 

elimination  of  the  National  Women's  Business  Council 

and  a  substantial  cut  in  funding  for  -the  Women's 

Demonstration  Program;  and 

elimination  of  the  Small  Business  Institute  Program  and 
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the  Central  European  Small  Business  Development  Center 
Pilot  Program. 

The  Administration's  proposal  reflects  an  effort  to  balance 
competing  demands  on  the  agency's  resources.   We  may  not  all 
agree  with  the  particular  balance  that  has  been  struck.   But, 
unless  we  determine  that  we  want  to  --  and  are  able  to  -- 
increase  overall  funding  for  the  Small  Business  Administration, 
we  will  be  forced  to  make  cuts  in  some  of  our  existing  programs 
if  we  are  to  increase  others  and  undertake  some  of  the  new 
initiatives  the  Administration  has  proposed.   As  we  evaluate  the 
Administration's  request,  we  will  all  have  to  engage  in  the  same 
balancing  process. 

Before  recognizing  Administrator  Bowles,  I  would  recognize 
other  Members  of  the  Committee  for  opening  remarks. 
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Opening  Statement 

U.S.  Rep.  Jan  Meyers  (R-KS) 

Fiscal  Year  1995  SB  A  Budget  Request 

House  Committee  on  Small  Business 

February  24,  1994 


Mr.  Chairman,  thank  you  for  calling  this  hearing  on  the  Small 
Business  Administration's  budget  request  for  fiscal  year  1995,  and 
thank  you,  Mr.  Bowles,  for  being  here  to  present  it. 

Having  studied  the  numbers,  I  think  there  is  much  in  the 
proposal  to  applaud.    As  all  of  us  know,  the  guaranteed  programs 
allow  the  SBA  to  put  more  money  in  the  hands  of  more  small 
businesses  while  spending  fewer  appropriated  dollars.   Since  access  to 
capital  remains  the  top  problem  facing  small  firms,  relying  exclusively 
on  guaranteed  loans  is  an  excellent  proposal  ~  one  pushed  by  the 
Reagan  and  Bush  Administrations,  I  might  add, 

I  commend  the  budget's  willingness  to  eliminate  all  the 
unauthorized  line-item  appropriations  that  materialize  each  year. 
While  I  am  personally  disposed  to  the  so-called  "tree  program,"  I 
know  that  the  vast  majority  of  my  Republican  colleagues  are 
especially  pleased  to  see  that  program  erased  and  will  support  your 
proposal. 

Finally,  I  compliment  you  on  all  your  efforts  to  make  the  SBA 
user- friendly  through  your  various  organizational  changes,  like  putting 
more  agents  in  the  field  and  establishing  one-stop  shopping  stores  in 
some  areas. 
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I  am  concerned,  however,  about  the  radical  reductions  in  the 
women's  business  programs.   Small  entrepreneurs  in  general  must 
struggle  to  raise  capital,  establish  their  businesses,  and  fight  to  survive 
and  expand.   They  deserve  what  help  the  federal  government  can 
provide.    But  the  plight  of  women-owned  businesses  is  darker  still, 
and  is,  in  many  cases,  unique  to  the  entrepreneurial  experience.   As 
such,  I  wonder  about  proposals  to  cut  technical  assistance  to  women- 
owned  businesses  from  $2,000,000  to  $500,000  and  to  eliminate 
funding  to  the  Women's  Business  Council. 

My  grave  concerns  about  losses  in  the  Small  Business 
Investment  Company  continue  as  well.   Perhaps  we  can  gain  an 
understanding  today  on  how  those  losses  are  being  covered,  the  exact 
total  of  those  losses  so  far,  and  what  is  being  done  to  ensure  the 
taxpayers  against  further  losses  down  the  road. 

Let  me  quickly  note  one  final  observation:   While  I  appreciate 
your  attempts  to  make  the  SBA  more  accessible  to  the  small  business 
community,  I'm  not  sure  referring  to  them  as  "customers"  is  altogether 
appropriate.   I  prefer  calling  American  taxpayers,  including  small 
enterprises,  the  SBA's  owners. 

Mr.  Chairman,  I  know  we  all  look  forward  to  Mr.  Bowles' 
testimony  and  that  many  eager,  interesting  questions  are  waiting  to  be 
asked,  so  I  will  simply  thank  you  and  Mr.  Bowles  again  and  yield 
back  any  time  remaining. 


35 


THE  HONORABLE  KWEI8Z  MFUME 

OPENING  STATEMENT 

BEFORE  THE  COMMITTEE  ON  SMALL  BUSINESS 

SBA  BUDGET  REQUEST  FOR  FY  1995 

FEBRUARY  24,  1994 

Good  morning  Mr.  Chairman,  Members  of  the  Committee, 
Administrator  Bowles.  The  importance  of  today's  hearing  cannot  be 
overstated,  for  it  sets  the  priorities  for  programs  and  policies  of 
the  U.S.  Small  Business  Administration.  Clearly,  small  business  is 
central  to  the  health  of  our  economy,  and  therefore,  it  is  vital 
that  we  ensure  the  positive  growth  of  these  enterprises.  At  the 
same  time,  our  options  are  limited  by  the  concomitant  need  to 
reduce  the  size  of  our  Federal  deficit.  It  is  a  delicate  balance 
indeed,  but  one  that  we  must  confront. 

Mr.  Chairman,  as  we  consider  SBA's  budget  request  for  FY  1995, 
I  am  struck  by  statements  contained  in  Administrator  Bowles' 
testimony.  One  passage  underscores  a  well  known  fact  that  small 
businesses,  particularly  those  owned  by  minorities  and  women,  often 
lack  access  to  capital  to  meet  their  basic  needs.  Few  would 
question  that  adequate  access  to  debt  or  equity  capital  is  a 
critical  component  of  small  business  formation,  expansion,  and  the 
creation  of  new  jobs. 

Over  the  years.  Congress  has  increasingly  enacted  legislation 


36 


in  recognition  of  the  extraordinary  difficulties  encountered  by 
minority-owned  business  enterprises  in  obtaining  capital.  In  1972, 
for  example,  Congress  enacted  Section  301(d),  which  created  a 
separate  specialized  small  business  investment  company  (SSBIC) 
program  which  represents  a  unique  public/private  sector  initiative 
targeted  to  help  minority-owned  businesses  obtain  equity  capital 
and  long-term  financing  for  start  up,  maintenance  of  operations, 
and  expansion. 

To  provide  incentives  to  investors.  Congress  authorized  SSBICs 
to  qualify  for  leverage  equal  to  100  percent  of  its  private  capital 
through  the  sale  of  its  4  percent,  cumulative,  preferred  stock  to 
SBA  with  mandatory  redemption  within  15  years.  This  modification 
to  the  regular  SBIC  program  was  designed  to  allow  SSBICs  to  be 
particularly  responsive  to  the  acute  capital  needs  of  the  minority 
business  community.  In  1992,  Congress  enacted  the  Small  Business 
Equity  Enhancement  Act  (P.L.  102-366),  v/hich  among  other  things, 
authorized  the  continuation  of  the  SSBIC  preferred  securities 
program. 

Given  the  legislative  history  of  the  SSBIC  program,  and  the 
potential  for  success  through  recent  authority  for  pension  fund, 
state  and  local  municipality  investments,  I  am  alarmed  that  the 
Administration  has  proposed  to  eliminate  the  preferred  stock 
leverage  for  SSBICs.  Although  significant  funding  has  been 
requested  for  the  "participating  security"  program,  due  to  minimum 
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capital  requirements,  only  a  precious  few  SSBICs  will  ever  become 
large  enough  to  take  advantage  of  this  program. 

Mr.  Chairman,  the  FY  95  budget  request  provides  significant 
enhancement  to  the  largest  SBICs  through  the  "participating 
security"  program,  but  eliminates  the  preferred  stock  leverage  for 
SSBICs.  A  well  founded  argument  could  be  made  that  this  budget 
request  provides  clear  incentives  to  invest  in  the  SBIC  industry, 
while  reducing  the  meager  incentives  available  to  investors  who  by 
definition  have  a  more  restricted  investment  portfolio  in  the 
Specialized  SBIC  segment  of  the  industry. 

Since  financing  small  minority-owned  businesses  is  perceived 
to  carry  more  risks  than  non-minority  owned  businesses,  investors 
in  such  enterprises  must  be  induced  by  a  proffer  of  greater 
rewards.  By  offering  more  rewards,  through  the  participating 
security  program,  to  the  segment  of  the  SBIC  industry  that  also 
takes  fewer  risks  due  to  its  less  restricted  investment  portfolio, 
the  budget  request  before  us  today  runs  contrary  to  fundamental 
economic  theory. 

I  am  hopeful,  Mr.  Chairman,  that  during  the  course  of  today's 
hearing.  Administrator  Bowles  will  speak  to  this  concern  and 
provide  the  Committee,  the  SSBIC  industry,  and  the  minority-owned 
companies  across  the  country  in  need  of  capital,  some  justification 
for  this  apparent  and  deliberate  change  in  policy. 
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OPENING  REMARKS  OF  THE  HONORABLE  GLENN  POSHARD 

COMMITTEE  ON  SMALL  BUSINESS 

FEBRUARY  24,  1994 


Mr.  Chairman  and  members  of  the  Small  Business  Committee,  I 
appreciate  the  opportunity  this  morning  to  examine  the  Small  Business 
Administration's  recommendation  for  its  fiscal  year  1995  budget.    I  am 
confident  that  by  working  with  the  Small  Business  Administration  and 
Administrator  Bowles,  Congress  will  be  able  to  provide  the  SB  A  with  a  budget 
that  will  support  President  Clinton's  commitment  to  developing  a  stronger  and 
more  prosperous  small  business  community  in  America. 

This  year  marks  an  important  milestone  for  the  small  business 
community.    While  the  Small  Business  Administration  continues  to  offer  capital 
through  guaranty  loans  for  our  small  businesses,  the  SB  A  is  initiating  programs 
which  will  provide  greater  assistance  and  resources  to  small  businesses 
interested  in  international  trade,  to  women  entrepreneurs  entering  the  small 
business  arena  and  to  small  businesses  located  in  economically  distressed  areas 
of  our  nation.    Therefor,  we  must  guarantee  that  in  1995,  these  important,  and 
in  some  cases  innovative,  programs  will  develop  and  grow  along  with  the  small 
business  community. 

Small  business  continues  to  create  more  jobs  in  this  country  than  any 
other  sector  of  business.    I  believe  we  must  include  in  the  fiscal  1995  budget 
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every  opportunity  for  small  business  to  continue  to  create  secure  and  rewarding 
jobs  for  Americans. 

I  look  forward  to  Administrator  Bowles'  comments  on  the  Small  Business 
Administration's  budget  recommendation  for  fiscal  year  1995.    I  am  confident 
that  Congress  can  provide  the  Small  Business  Administration  with  a  budget  that 
will  allow  the  SBA  to  meet  the  needs  and  goals  of  the  small  business 
community. 

Thank  you,  Mr.  Chairman. 
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STATEMENT  BY  CONGRESSMAN  JIM  RAMSTAD 

BEFORE  THE  HOUSE  SMALL  BUSINESS  COMMITTEE 

February  24,  1994 

HEARING  ON  THE  SBA'S  FY  1995  BUDGET  REQUEST 

Mr.  Chairman,  I  am  pleased  to  welcome  Small  Business  Administration  (SBA) 
Administrator  Erskine  Bowles  here  this  morning  to  discuss  the  SBA's  budget  request  for 
fiscal  year  1995. 

I  must  say  I've  been  extremely  impressed  with  Mr.  Bowles  and  wish  him  all  the  best  at  the 
SBA. 

I  certainly  hope  that  as  we  examine  the  SBA's  budget  this  year,  the  recurring  problems 
we've  seen  can  be  avoided  and  the  SBA  can  do  what  it  was  designed  to  do. 

Mr.  Chairman,  I  certainly  look  forward  to  reviewing  the  SBA's  specific  budget  request  with 
today's  witness. 
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Thank  you,  Mr.  Chairman,  for  holding  this 
important  hearing  today.    And  thank  you  Mr. 
Bowles,  for  coming  before  our  committee  to 
discuss  your  FY  95  budget  request. 

As  we  look  ahead  to  the  economic  recovery 
that  is  being  forecast  by  Chairman  Greenspan 
and  other  economists,  we  must  not  lose  sight 
of  our  small  businesses.    We  must  prioritize 
SBA  spending  on  those  programs  that  will 
stimulate  economic  growth.    We  must 
continue  to  support  these  job-creating 
enterprises  in  every  way  possible. 

Everyone  sitting  up  here  knows  that  small 
businesses  are  the  backbone  of  the  American 
economy.    As  small  business  goes,  so  goes 
the  rest  of  the  nation. 
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One  of  the  best  ways  to  help  small 
companies  on  their  road  to  success  is  the 
SBA's  7(a)  loan  program.    By  using  these 
loan  guarantees  to  funnel  desperately  needed 
capital  into  small  enterprises,  the  government 
is  giving  these  folks  the  momentum  they  need 
to  prosper  and  create  jobs. 

This  is  why  we  must  continue  to  prioritize 
the  funding  for  this  critical  program.    We 
must  be  certain  that  the  scarce  federal  funds 
available  for  the  SEA  are  used  for  the  right 
reason:  economic  development  and  job 
creation. 

Every  penny  the  SEA  gets  should  be  spent 
wisely.    The  money  shouldn't  be  used  to 
make  people  "feel  good,"  but  to  create  jobs. 
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That  is  the  heart  of  the  small  business 
issue:  jobs. 

Another  useful  tool  in  the  economic 
development  formula  is  the  Small  Business 
Development  Centers  located  around  the 
country.    At  the  University  of  New 
Hampshire,  there  is  an  excellent  resource 
facility  run  by  Helen  Goodman  who  deserves 
praise  for  her  excellent  leadership. 

Similarly,  I  would  like  to  mention  that  the 
top  SB  A  official  in  New  Hampshire,  Bill 
Phillips,  has  done  a  superb  job  in  assisting 
small  business  in  New  Hampshire  and  in 
working  to  promote  small  business  interests. 
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I  salute  Helen,  Bill,  and  all  the  other 
hardworking  SB  A  staff  in  New  Hampshire. 
And  I  hope  that  all  states  are  able  to  get  the 
same  kind  of  service  as  the  Granite  State  has. 

In  closing,  I  just  want  to  emphasize  the  key 
to  a  strong  small  business  sector  in  America. 
To  achieve  this  important  goal,  the  SB  A  must 
remain  focused  on  economic  development  and 
job  creation. 

You  . . .  and  we  . . .  must  carefully  examine 
every  dollar  in  your  budget  and  be  certain 
that  these  limited  funds  are  being  used  to 
promote  economic  growth  and  create  good, 
high-paying  jobs. 
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Mr.  Chairman  and  distinguished  members  of  this  Committee,  it 
is  again  a  pleasure  for  me  to  appear  before  you.  I  believe  that  we 
are  embarking  on  a  very  exciting  period  for  small  business,  and  I 
appreciate  this  opportunity  to  appear  before  you  to  discuss  some  of 
the  Administration's  plans  for  the  U.S.  Small  Business 
Administration  (SBA)  over  the  next  few  years.  The  President  and 
I  are  committed  to  making  great  things  happen  for  small  businesses 
in  our  Country. 

This  Administration  recognizes  that  small  businesses  are  an 
important  part  of  the  overall  effort  to  create  and  sustain  a 
pattern  of  steady  domestic  economic  growth  and  job  creation.  The 
President  is  firmly  committed  to  helping  small  businesses  start, 
prosper  and  grow.  It  is  our  goal  to  ensure  that  small  businesses 
have  the  Federal  assistance  they  need  to  play  their  part  in 
sustaining  the  economic  recovery.  I  am  working  side-by-side  with 
the  President  to  develop  the  SBA  programs  and  plans  to  make  this 
goal  of  sustained  economic  growth  a  reality  during  this 
Administration.  Over  the  last  year  I  traveled  across  the  Country 
talking  to  over  2,500  small  business  owners  and  400  small  business 
lenders  at  town  hall  meetings  in  Atlanta,  Cleveland,  Des  Moines, 
Hartford,  Houston,  Los  Angeles  and  Portland.  The  President  and  I 
wanted  to  know  what  it  is  that  the  Federal  Government  can  do  — 
what  programs  and  services  can  we  refine  or  develop  —  to  help 
these  businesses  survive,  grow  and  prosper.  We  know  that  it  is  the 
products  and  services  that  small  businesses  create,  along  with  the 
employment  that  activity  implies,   which  are  critical  to  the 
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Nation's  economic  health.  As  you  might  expect,  over  and  over  again 
I  heard  that  small  businesses  lack  access  to  capital  to  meet  their 
basic  business  needs,  whether  that  need  involves  commercializing  an 
idea,  purchasing  inventory  and  equipment,  or  meeting  a  payroll. 
This  was  particularly  true  for  those  small  businesses  located  in 
inner  cities  and  peer  rural  communities,  and  those  owned  by 
minorities  and  women  who  need  loans  for  amounts  less  than  $200,000. 

Without  that  all-important  capital,  many  businesses  cannot 
survive;  and  clearly  without  capital,  small  businesses  cannot  grow 
and  cannot  create  jobs  --  it's  as  simple  as  that.  And  without 
these  businesses  we  will  not  have  a  sustained  and  widespread 
economic  recovery.  I±  is  therefore  vitally  important  that  we,  the 
Administration  and  the  Congress,  work  together  to  ensure  this 
critical  need  is  met  through  full  funding  of  the  7(a)  and  other  SBA 
loan  programs  and  thaCt  these  programs  continue  to  be  authorized 
under  the  Small  Business  Act  at  sufficient  levels  in  FY  1995  and 
beyond.  As  you  know,  the  current  authorization  for  our 
appropriations  in  Section  20  of  the  Small  Business  Act  will  expire 
at  the  end  of  FY  1994«  In  addition,  SBA's  authority  to  enter  into 
cosponsorships  with  the  private  sector  and  our  authority  for  the 
Preferred  Sureties  prcgram  will  also  e.xpire  at  the  end  of  FY  1994. 
This  reauthorization  and  other  legislative  actions  will  be 
forwarded  to  the  Congress  shortly  as  part  of  our  FY  1995 
Legislative  Package. 
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The  FY  1995  budget  request  for  the  SBA  that  has  been  sent  to 
you  by  the  President  recommends  $11.9  billion  in  business  lending 
for  small  businesses,  including  $9.0  billion  in  7(a)  lending,  $2.1 
billion  in  Development  Company  lending,  $730  million  in  Small 
Business  Investment  Company  lending  and  $65  million  in  Microloan 
lending.  The  $9.0  billion  for  7(a)  lending  is  comprised  of  an  FY 
1995  request  for  $7.5  billion  plus  $1.5  billion  that  we  project  to 
be  carried  forward  from  FY  1994.  Also  included  in  this  request  is 
$1.8  billion  in  new  surety  bond  guarantees,  and  $412  million  for 
disaster  lending. 

REINVENTING/STREAMLINING  THE  SBA 


Having  spent  the  vast  majority  of  my  career  in  the  private 
sector  as  a  businessman,  I  understand  the  value  of  knowing  your 
customers  and  their  needs.  But  it  is  equally  important  to  have  the 
resources,  programs,  and  delivery  systems  to  meet  those  needs.  To 
promote  reinvention,  streamlining,  and  empowerment  at  SBA,  I 
actively  sought  ideas  and  suggestions  from  three  sources:  our 
primary  constituents,  small  businesses;  our  partners,  the  lending 
institutions;  and  SBA  employees,  who  meet  our  customers  face-to- 
face  every  day.  I  wanted  to  find  out  what  really  needs  to  be  done 
at  the  SBA  to  improve  the  way  we  deliver  services  and  programs,  and 
to  reach  out  to  those  small  businesses  that  have  in  the  past  b^en 
unwilling  or  unable  to  make  use  of  SBA's  services. 
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The  first  and  most  significant  thing  I  learned  was  that  we  had 
too  many  staff  dealing  with  things  other  than  our  small  business 
customers.  SBA's  organizational  structure  was  established  well 
before  the  advent  of  modern  communications  and  information 
technologies.  One  of  the  benefits  of  these  modern  systems  is  the 
way  they  support  leaner,  more  efficient  organizational  structures. 
Today's  technologies  make  it  possible  to  reduce  administrative 
overhead.  Modern  organizations  use  these  efficiencies  to 
streamline  their  organizations,  take  cost  out  of  their  structure, 
and  to  put  more  assets  in  direct  support  of  their  customers,  which 
is  exactly  what  we  want  to  do  at  SBA. 

In  reviewing  our  organization,  it  quickly  became  apparent  that 
there  was  simply  no  longer  a  pressing  need  for  ten  large  Regional 
Offices  along  with  a  large,  highly  segmented  Headquarters  staff  to 
further  oversee  and  monitor  programs.  We  had  too  many  staff 
focused  internally,  at  the  expense  of  our  customers  and  their 
business  needs. 

To  remedy  this  imbalance,  I  asked  for  advice  from  both  our 
customers  and  our  employees  as  to  how  they  felt  we  could  overhaul 
the  SBA  to  give  better  customer  service.  Our  management  team  took 
this  advice  and  developed  a  reorganization  proposal  that  would 
reduce  administrative  overhead,  take  advantage  of  current 
technologies,  and  put  more  of  our  employees  in  our  District  Offices 
dealing   directly   with   our   customers,   the   owners   of   small 
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businesses.  This  proposal  was  sent  to  you  in  late  1993.  It  is  a 
tool  that  I  urgently  need  to  bring  life  to  our  plan  for  an 
effective  SBA.  The  reorganization  proposal  includes  several 
program  initiatives  that  we  plan  to  phase-in  simultaneously  over 
the  next  several  months.  The  net  effect  of  this  reorganization 
will  be  positive  and  it  will  position  SBA  to  better  meet  the  future 
needs  of  our  small  business  customers. 

There  are  two  initiatives  that  we  will  undertake  immediately 
to  improve  the  delivery  of  programs  and  services  to  our  customers. 
First,  we  are  proposing  to  downsize  our  Headquarters  staff  by  about 
150  employees  through  a  combination  of  attrition  and  voluntary 
reassignments .  Approximately  60  employees  have  opted  for  voluntary 
re-assignments  from  Central  Office  to  our  District  Offices,  and 
about  45  of  these  people  are  already  in  their  new  locations,  at  the 
District  Offices  where  SBA  programs  are  delivered  to  our  customers. 

We  expect  to  achieve  the  remaining  reduction  of  90  staff  by 
the  end  of  the  fiscal  year  through  attrition  and  retirements,  with 
no  adverse  personnel  actions.  This  reduction  of  150  employees  in 
Headquarters  will  allow  us  to  turn  back  to  GSA  leased  space  for 
annual  savings  of  almost  $1.5  million.  Even  more  importantly  we 
will  have  additional  people  in  the  field  delivering  services  to  our 
customers,  the  owners  of  small  businesses. 

Certain  employment  reductions  have  also  been  mandated  as  part 
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of  the  overall  Federal  Government  downsizing  effort.  Our  FY  1995 
budget  request  reflects  the  Administration's  target  Full-Time 
Equivalent  (FTE)  level  of  3,845  for  the  SBA,  which  includes  104  for 
the  Office  of  Inspector  General  (IG) .  This  is  a  reduction  of  75 
FTE's  from  our  FY  1994  authorized  ceiling  of  3,920,  which  included 
106  for  the  IG. 

Second,  we  are  proposing  to  right-size  our  current  system  of 
regional  offices  to  shift  an  additional  150  employees  from  our 
Regional  Offices  to  our  District  Offices  where,  once  again,  they 
will  take  positions  in  support  of  our  customer  service  efforts.  In 
total,  we  hope  to  have  over  210  additional  employees  working  in  our 
District  Offices  by  early  summer  if  our  regional  reorganization 
plan  is  approved.  This  influx  of  resources  should  help  bolster  our 
ability  to  deliver  our  expanding  assistance  programs  such  as  the 
7(a)  loan  program.  This  program  has  grown  by  some  120  percent 
since  FY  1991,  when  we  approved  $4.1  billion  in  loans.  Our  current 
request  for  7(a)  funding  will  support  $9.0  billion  in  FY  1995 
loans . 

SPECIAL  INITIATIVES 


In  addition  to  shifting  our  employee  base  in  support  of 
customer  service,  we  have  taken  a  hard  look  inward  at  how  we  manage 
and  administer  our  programs  at  the  SBA.  Over  the  past  nine  months, 
with  valuable  input  from  our  employees,  our  customers,  and  our 
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partners  at  the  lending  institutions,  we  have  developed  a  number  of 
exciting  new  initiatives  to  improve  the  way  we  deliver  our  programs 
and  services  to  our  customers.  I  firmly  believe  that  when  these 
changes  are  in  place  and  coupled  with  our  additional  field  office 
employees,  SBA  will  be  better  prepared  to  serve  the  needs  of  all 
sectors  of  the  small  business  community  in  all  parts  of  the 
Country. 

Let  me  briefly  summarize  for  you  some  of  these  initiatives. 

LOAN  SERVICING  CENTERS 


Among  Federal  agencies,  SBA  has  been  very  successful  in  its 
loan  collection  operations,  because  of  the  highly  automated  and 
centralized  approach  we  have  adopted.  This  success  has  been 
demonstrated  year  after  year  in  our  four  disaster  home  loan 
servicing  centers  in  New  York,  Georgia,  Texas,  and  California.  In 
addition,  our  business  loan  servicing  center  in  Fresno,  California 
has  also  proven  to  be  highly  effective.  To  build  on  this  proven 
efficiency,  we  plan  to  expand  our  California  business  loan 
servicing  center  and  create  an  additional  servicing  center  in 
Arkansas . 

Over  time,  these  servicing  centers  will  assume  the  routine 
servicing  and  collection  of  most  of  our  $25  billion  loan  portfolio, 
a  portfolio  that  has  grown  dramatically  over  the  past  few  years  due 
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to  the  large  increase  in  our  business  and  disaster  loan  programs. 
In  fact,  our  portfolio  was  only  about  $19  billion  at  the  end  of  FY 
1991.  This  centralization  will  improve  our  overall  operations  by- 
bringing  greater  uniformity  and  lower  transaction  costs  to  more  of 
our  loan  portfolio.  With  our  Fresno  servicing  center  we  have 
experienced  a  9  percent  increase  in  the  currency  rate  of  SBA 
serviced  loans.  We  would  expect  similar  results  from  this 
e.xpansion  effort.  Also,  this  centralization  of  loan  servicing  will 
increase  collections  to  the  Government  and  thereby  contribute  to 
lower  loan  subsidy  rates.  Finally,  through  the  economies  of  scale 
that  these  servicing  centers  create,  we  will  free  up  human 
resources  in  our  District  Offices.  We  anticipate  that  we  may  be 
able  to  reduce  portfolio  servicing  personnel  nationwide  by  about  26 
percent  over  time.  Our  employees  will  then  be  able  to  spend  more 
time  on  resolving  the  difficult  liquidation  cases  and  assisting 
loan  officers  in  delivering  SBA's  programs  to  the  local  small 
business  community. 

We  are  also  proposing  a  similar  centralization  at  the  front 
end  of  our  loan  making  operation  to  process  7(a)  loan  packages 
assembled  by  our  preferred  lenders.  Again,  we  expect  this  effort 
to  result  in  significant  process  efficiencies  and  greater  levels  of 
service  to  our  customers. 
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EXPORT  ASSISTANCE  CENTERS 

We  are  developing  several  "one-stop"  shop  concepts  to  provide 
small  businesses  information  and  services  covering  a  range  of 
Federal  programs  from  a  single  site.  In  the  International  Trade 
area,  we  are  jointly  sponsoring  four  Export  Assistance  Centers  in 
Baltimore,  Los  Angeles,  Miami,  and  Chicago  with  the  Department  of 
Commerce  and  the  Export-Import  Bank.  These  locations  were  chosen 
to  conform  to  the  geographic  concentration  of  international  trade 
businesses  and  to  be  in  close  proximity  to  state  and  local  export 
assistance  resources.  These  centers  will  offer  small  businesses  a 
wealth  of  information  and  assistance  from  the  Federal,  State,  and 
Local  levels.  We  are  working  on  plans  to  expand  the  number  of 
centers  to  fourteen  in  FY  1995.  Our  budget  request  includes  $3.2 
million  to  fund  these  fourteen  centers  in  FY  1995. 

ONE-STOP  CAPITAL  SHOPS 


We  realize  that  Federal  economic  recovery  efforts  must  also 
address  rural,  inner-city,  and  economically  depressed  areas.  Most 
of  these  areas  have  been  under  served  by  Federal  small  business 
assistance  programs  and  services.  Therefore,  we  plan  to  establish 
"One-Stop  Capital  Shops"  within  the  Empowerment  Zones  and 
Enterprise  Communities  designated  by  Secretary  Cisneros  and 
Secretary  Espy. 
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These  centers  will  supply  a  comprehensive  mix  of  Federal 
programs  and  services  that  are  necessary  to  enable  small  businesses 
to  start-up,  survive  and  grow  in  these  capital  starved  locations. 
We  will  work  closely  in  this  effort  with  our  Service  Corps  of 
Retired  Executives  (SCORE)  and  Small  Business  Development  Centers 
(SBDC)  resource  partners.  Our  Minority  Small  Business  Program, 
Small  Business  Investment  Company  Program,  Certified  Development 
Company  Program,  7  (a)  Program,  Microloan  Program  and  Business 
Information  Centers  (BIC)  will  all  support  this  initiative  to 
provide  business  development,  lending,  counseling,  training  and 
technical  assistance  at  these  locations.  We  hope  to  establish  nine 
centers  by  next  year  and  our  FY  1995  budget  request  includes  $18.6 
million  to  fund  the  program  costs  of  these  centers.  Of  this  $18.6 
million,  $15.1  million  will  be  used  to  fund  $375  million  in 
financial  assistance  through  our  7(a),  Certified  Development 
Companies  (CDC),  Small  Business  Investment  Companies  (SBIC) ,  and 
Microloan  programs. 

SIMPLIFIED  LOAN  APPLICATION  FORMS 


Another  of  our  initiatives  is  the  recent  development  of  a 
simplified  loan  application  package  for  small  businesses  which  need 
financing  in  an  amount  less  than  $100,000.  These  loan  applications 
are  only  one  page  long,  and  focus  more  on  the  applicant's  character 
and  history  than  on  traditional  credit  criteria  such  as  collateral. 
Lenders  will  be  required  to  liquidate  any  loan  under  $50,000.   The 
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reaction  of  small  businesses  to  this  program  to  date  has  been 
overwhelmingly  positive.  Since  this  program  was  piloted  in  San 
Antonio,  Texas  in  December,  we  have  approved  147  loans  for  $7.3 
million.  The  program  has  brought  many  small  lenders  back  to  the 
small  business  market.  The  average  loan  size  to  date  has  been 
under  $50,000  and  the  average  size  of  the  business  receiving  the 
loan  is  four  employees.  18.31  of  the  loans  have  gone  to  women,  and 
23.8%  to  minorities.  We  are  currently  reviewing  the  pilot  effort 
in  Texas,  and  hope  to  roll-out  this  program  to  the  rest  of  the 
nation  very  shortly. 

SBIC  PARTICIPATING  SECURITY 


With  respect  to  venture  capital,  we  are  finalizing  our  plans 
to  introduce  the  Small  Business  Investment  Company  Participating 
Security  program.  I  have  recently  added  to  our  management  team  an 
acknowledged  expert  in  the  field  of  investment  lending  who  will 
reinvigorate  this  program  and  manage  it  with  the  integrity  and 
attention  it  demands.  This  new  participating  security  has  been 
long  awaited  by  the  SBIC  and  small  business  communities,  because  it 
will  enhance  the  availability  of  urgently  needed  venture  capital. 
As  you  know,  most  new  small  businesses  do  not  need  current  pay 
capital.  This  program  recognizes  that  fact  and  will  enable  SBICs 
to  provide  small  business  with  financing  structured  in  a  manner 
that  will  allow  the  small  businesses  to  get  the  capital  they  need 
and  a  chance  to  turn  a  profit  before  being  burdened  with  debt  • 
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repayment.  Our  FY  1995  budget  request  includes  $500  million  in 
financing  to  support  this  new  program.  We  anticipate  that  over  the 
next  three  years  between  150  and  200  SBICs  will  be  formed  with  $10- 
$15  million  of  equity  capital  each  from  the  private  sector.  This 
$1.5  to  $3.0  billion  of  private  sector  capital  combined  with  the 
leverage  provided  by  the  SBA  could  result  in  up  to  $9  billion  being 
infused  into  building  our  economy  and  creating  jobs. 

RENEWED  FINANCING  EMPHASIS 


We  are  also  modernizing  our  traditional  loan  programs  to  make 
them  more  effective  in  meeting  the  capital  needs  of  all  small 
businesses.  These  revision?  will  include  additional  emphasis  on 
those  areas  that  have  been  previously  under  served  by  the  SBA  and 
are  starved  for  capital  including  women-owned  businesses,  veteran- 
owned  businesses,  and  minority-owned  businesses  as  well  as  those 
areas  creating  the  most  job  opportunities. 

MINORITY  SMALL  BUSINESS  PROGRAM 


We  recognize  the  important  role  that  minority  businesses  play 
in  the  economic  development  and  the  revitalization  of  our  economy. 
In  the  past,  however,  the  efforts  of  the  Small  Business 
Administration  to  assist  the  minority  business  community,  unlike 
its  efforts  to  assist  other  small  businesses,  has  focused  almost 
exclusively  on  providing  access  to  assistance  with  government 
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contracting.  In  an  attempt  to  remedy  this  and  address  the  problems 
of  the  current  program,  we  are  working  together  with  the  Congress, 
the  Administration,  and  our  small  business  customers  to  develop  a 
Minority  Enterprise  Development  Program  that  will  utilize  all  of 
the  resources  of  the  SBA  to  enable  the  companies  that  participate 
in  the  program  to  survive  in  the  mainstream  economy. 

We  will  expand  the  scope  of  the  services  we  provide  to 
minority-owned  businesses,  working  with  our  partners  and  sister 
agencies.  Our  program  will  make  all  of  the  programs  and  services 
offered  by  the  Small  Business  Administration,  including  our  finance 
programs,  available  to  minority-owned  businesses. 

FY  1995  BUDGET  REQUEST 

I  would  like  to  now  highlight  for  you  some  of  the  important 
aspects  of  our  FY  1995  budget  request. 

BUSINESS  LOANS 


For  business  loans,  we  have  requested  a  subsidy  appropriation 
of  $318.1  million  to  support  $11.9  billion  in  loans.  We  are  not 
requesting  funding  for  any  direct  loan  programs.  As  you  know,  the 
subsidy  rate  for  these  direct  loan  programs  is  10  to  15  times 
higher  than  that  of  our  guaranty  programs.  To  get  maximum  leverage 
from  limited  Federal  appropriations,  we  have  proposed  only  guaranty 
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programs  for  FY  1995.  We  hope  that  with  the  introduction  of  the 
many  changes  we  are  proposing  to  our  lending  programs,  the 
traditional  need  for  direct  loans  will  diminish.  In  addition,  our 
staff  believes  there  are  few  if  any  loans  the  SBA  makes  on  a  direct 
basis  that  would  not  be  made  on  a  guaranteed  basis. 
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7 (A)  PROGRAM 

New  subsidy  appropriations  for  our  popular  7 (a)  program  are 
requested  at  $207.1  million  to  fund  a  $7.5  billion  loan  program, 
with  an  anticipated  carry-over  from  FY  1994  of  about  $38.5  million 
in  subsidy  budget  authority  to  support  a  loan  program  of  $1.5 
billion,  for  a  combined  FY  1995  program  of  $9.0  billion.  This 
program  has  grown  from  a  FY  1991  level  of  $4.1  billion,  to  $5.6 
billion  in  FY  1992,  to  $6.4  billion  in  FY  1993,  to  a  projected 
$7.0  billion  in  FY  1994.  This  program  carries  a  subsidy  rate  of 
2.73  percent  for  FY  1995,  compared  with  a  5.21  percent  rate  m  FY 
1993,  and  a  2.15  percent  rate  in  FY  1994.  The  increase  in  the 
subsidy  rate  in  FY  1995  is  a  result  of  technical  reestimates  and 
the  inclusion  of  the  empowerment  zone  initiative. 


7(a)  GENERAL  BUSINESS 
(Dollars  in  Millions) 


Fiscal  Year 

Subsidy  Rate 
1%) 

Subsidy 

Budget 

Authority 

Program 
Level 

Increase 

%  Change 

1 992  Actual 

4.85      % 

$272,8 

$5,524,3 

$     - 

-      % 

1993  Actual 

5.21       1/ 

334,0 

6,409,9 

785.6 

14.0 

1994  Estimate 

2,15 

150.5       2/ 

7,000,0       2/ 

590.1 

92 

1995  Request 

273      3/ 

2456       4/ 

8,995  0       5/ 

1,995.0 

28.5 

I/Weighted  average,  mcludes  subsidy  rate  of  5  47%  for  eleven  months 
and  2.75%  for  one  month 
2/    Projected  usage  estimated  at  12/1/93 

3/    Includes   49%  for  reestimation  of  secondan.'  market  fees  and   09%  for  impact  of  empowerment  zone 
activity  and  economic  assumptions. 

4/   Includes  estimated  carryover  of  subsidy  budget  authority  of  $38.5  million  and  $7  3  million  for 
empowerment  lending. 

5/    Includes  estimated  carryover  in  program  level  of   $1,45  billion  and  empowerment  zone  estimate  of 
$268  million. 
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DEVELOPMENT  COMPANY  PROGRAM 


Appropriations  for  the  Development  Company  programs  (502  and 
504)  are  requested  at  $12.4  million.  This  includes  $11.6  million  in 
subsidy  budget  authority  to  fund  a  $2.1  billion  504  program  and  $.8 
million  in  subsidy  budget  authority  to  fund  a  $50  million  502 
program.  This  is  another  program  where  demand  has  dramatically 
increased  over  the  past  few  years.  Approvals  in  FY  1991  were  $475 
million,  $655  million  in  FY  1992,  and  $852  million  in  FY  1993.  Our 
FY  1994  appropriated  level  is  $1.0  billion,  and  at  the  current  rate 
of  approvals  that  level  may  not  be  sufficient  this  year.  This 
program  is  becoming  increasingly  popular  and  important  for  cities 
and  towns  working  on  economic  recovery,  because  it  provides  long- 
term  loans  specifically  to  assist  in  economic  development  and 
reconstruction.  This  program  carries  a  subsidy  rate  of  only  .56 
percent  for  FY  1995,  compared  with  a  .54  percent  rate  in  FY  1993, 
and  a  .51  percent  rate  in  FY  1994.  The  increase  in  FY  1995  is  a 
result  of  technical  reestimates  and  the  inclusion  of  the 
empowerment  zone  initiative. 
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DEVELOPMENT  COMPANY 
(Dollars  in  Millions) 


Fiscal  Year 

Wgt     Ave 

Subsidy  Rate 

C%) 

Subsidy 
Budget 

Authority 

Program 
Level 

Increase 

%  Change 

1992  Actual 

0.76     % 

$5.0 

$655.3 

$     - 

-      % 

1993  Actual 

076 

6.5 

852.1 

196.8 

30.0 

1994  Estimate 

0.54 

5.7 

1.040  0 

187.9 

22.0 

1995  Request 

058 

12.4       1/ 

2.128.9       2/ 

1,088  9 

1047 

1/  Includes  empowerment  zone  estimate  of   $  4  million  in  subsidy  budget  authority. 
2/  Includes  empowerment  zone  estimate  of  $72  million  in  program  level. 


SBIC  PROGRAM 

The  Small  Business  Investment  Company  (SBIC)  Program  is  an 
important  source  of  equity  and  subordinated  debt  financing  for 
small  businesses.  Government  funds  supplement  private  capital  in 
independent  venture  capital  investment  companies.  During  the  past 
year,  this  program  has  been  strengthened  by  the  addition  of 
experienced  management  and  the  development  of  a  new  participating 
security,  which  will  allow  SBICs  to  secure  "patient"  capital  to 
match  their  long  term  venture  investments.  Title  IV  of  P.L.  102- 
366,  Small  Business  Credit  and  Business  Opportunity  Enhancement  Act 
of  1992,  when  implemented  will  significantly  increase  the  flow  of 
private  capital  into  the  program. 


For  FY  1995,  we  are  requesting  $730  million  in  program  level 
for  the  SBIC  Program,  including  $500  million  for  the  participating 
security  at  a  subsidy  rate  of  8.99%,  and  $230  million  for 
debentures,  at  a  subsidy  rate  of  15.99%  for  regular  SBICs  and 
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29.59%  for  specialized  SBICs.  Of  this  total,  $165  million  will  be 
available  to  regular  SBICs,  up  from  $100  million  in  FY  1994,  and 
$65  million  to  the  specialized  SBICs,  up  from  $17.9  million  in  FY 
1994,  which  invest  only  in  businesses  owned  by  persons  who  are 
socially  or   economically  disadvantaged. 


SBIC  PROGRAM 
(Dollars   in  Millions) 


Regular  SBIC 

Spec.alued  SBIC 

Fiscal 
Year 

Subsidy 
Rate  (%) 

Subsidy 
Budget 
Authonty 

Prognun 
Uvel 

Subsidy 
Rate  (%) 

Subsidy 
Budget 

Authonty 

Program 
Uvel 

1992  Actual 

14.29       % 

$85 

S«0  1 

27.30       "o 

$34 

$12.3 

1993  Actual 

15.40 

98 

634 

28.88 

32 

110 

1994  Estimate 

1  1  36        1 

35  0 

3078         2 

29  92 

53 

179 

1995  Request 

10.73       3, 

71  4          4/ 

665.2         5/ 
8 

29.59 

192         6/ 

65.0         7/ 

(1)  Subsidy  rale  ji  a  blended  rate  of  9  00%  tor  Participating  Secunties  and  16  25%  for  subordinated  debentures. 

(2)  Includes  $207  8  million  m  program  level  for  Participating  Secunties. 

(3)  Subsidy  raU  is  a  blended  rate  of  8  99%  for  Participating  Secunties  and  15  99%  for  subordinated  debentures. 

(4)  Includes  $2.4  million  in  subsidy  budget  authonty  for  Empowerment  Zone. 

(5)  Includes  $15  million  in  program  level  for  Empowerment  Zone. 

(6)  Includes  $4  4  million  in  subsidy  budget  authonty  for  Empowerment  Zone. 

(7)  Includes  $15  million  in  program  level  for  Empowerment  Zone. 

(8)  Includes  $165.2  million  of  debentures  and  $500  million  of  Parlicipatuig  Secunties. 
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MICROLOAN  PROGRAM 

We  are  requesting  that  the  Microloan  program  be  converted  to 
a  100  percent  guaranty  program  in  FY  1995,  and  funded  at  $7.9 
million  to  provide  a  $65  million  loan  program.  Approvals  in  this 
program  were  $13  million  in  FY  1992,  and  $22  million  in  FY  1993. 
Our  FY  1994  program  level,  including  amounts  carried- forward  from 
FY  1993  is  $87  million.  The  subsidy  rate  for  this  program  is  12.16 
percent  for  FY  1995. 


MICROLOAMS 
(Dollars  in  Millions) 


Fiscal  Year 

Subsidy 
Rate  (%) 

Subsidy 

Budget 

Authority 

Program 
Level 

Increase 

%  Change 

1992  Actual 

17.33      % 

$2.2 

$12.7 

$     - 

-       % 

1993  Actual 

15.95 

3.6 

22.4 

9.7 

76.4 

1994  Estimate 

10.15 

2.8       1/ 

27.5       1/ 

5  1 

22.8 

1995  Request  2/ 

12.16 

7.9       3/ 

65.0       4/ 

37.5 

136.4 

1/  Estimate  of  actual  FY  94  usage  as  of  1/94, 

2/  Request  to  convert  from  a  direct  program  to  a  guarantee  program. 

3/  In  addition.  S5.4  million  would  be  available  as  carry  forward  subsidy  B/A  if  Congress  allows  us  to  transfer  from  the  existing 

direct  program  to  the  newly  created  guarantee  program. 

4/  In  addition,  S44.2  million  would  be  availiU>le  as  carry  forward  program  level  if  Congress  allows  us  to  transfer  from  the  existing 

direct  program  to  the  newly  created  guarantee  program. 
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DISASTER  OPERATIONS  (SALARIES  AND  EXPENSES  AND  LOANS) 

I  would  like  to  take  a  few  minutes  to  provide  you  an  update  on 
our  response  efforts  to  the  Northridge,  California  Earthquake.  As 
you  are  aware,  the  SBA  is  again  a  major  player  in  the  Federal 
response  effort  to  the  recent  disaster  activity  in  Northridge, 
California.  The  President  has  taken  a  particularly  personal 
interest  in  assuring  that  this  response  effort  is  the  best  that  it 
can  be,  and  I  have  assured  him  that  I  will  do  whatever  it  takes  at 
the  SBA  to  do  our  part.  Therefore,  I  have  traveled  several  times 
to  California  to  review  our  operations  there  and  to  coordinate  our 
efforts  with  the  other  Agencies  and  response  teams.  We  are 
watching  the  volume  of  activity  from  this  disaster  grow  daily.  It 
truly  appears  to  be  the  biggest  disaster  that  the  SBA  has  had  to 
respond  to  in  a  long  time,  and  maybe  the  largest  ever  in  our  40 
year  history. 

Four  weeks  after  the  California  disaster  we  have  conducted 
297,000  interviews  and  received  43,000  applications.  This  compares 
to  116,000  interviews  conducted  and  41,000  applications  received  18 
months  after  the  Hurricane  Andrew  disaster.  Also,  we  have  already 
approved  2,765  loans  for  $86  million.  We  have  a  disaster  response 
team  of  about  1,950  employees  now  primarily  working  out  of  Los 
Angeles  and  our  Disaster  Area  4  Office  in  Sacramento  to  provide  the 
assistance  that  is  needed. 

I  would  also  like  to  take  this  opportunity  to  thank  you 
personally  for  your  quick  response  in  addressing  our  funding  needs 
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through  the  release  of  our  contingency  funds  and  the  provision  of 
supplemental  appropriations.  These  additional  funds  were  critical 
to  our  ability  to  respond  as  timely  and  in  such  force  as  we  have, 
yet  enable  us  to  take  care  of  the  many  much  smaller  disasters  that 
still  require  our  attention  and  support. 

With  the  release  of  the  contingency  funds  and  the  supplemental 

appropriation  that  was  provided,  we  now  have  available  $105  million 

to  support  the  administrative  costs  of  the  California  disaster  and 

$1.5  billion  in  loans.   This  is  in  addition  to  the  $97.7  million 

for  administrative  costs  and  $817  million  for  loans  that  we  have 

available  for  other  disaster  support  activities.   Also,  there 

remains   $75   million   in   loan   contingency   budget   authority 

representing  another  $326  million  in  program  level  that  can  be 

released,  if  needed. 

DISASTER  ASSISTANCE 
(Dollars  in  Millions) 


Fiscal  Year 

Subsidy  Rate 

(%) 

Subsidy 

Budget 

Authority 

Program 
Level 

Increase 

%  Change 

Salaries  & 
Expense 

1992  Actual 

33  93      % 

$2653 

$781  7 

$     - 

-       % 

$594 

1993  Actual 

20.58 

291.9 

1,4186 

636.9 

81  5 

109.7 

1994  Estimate 

22.99 

607,7       1/ 

2,642.8       2/ 

1,224.2 

863 

162.7 

1995  Request 

12.67      3/ 

52.2 

4116 

(2,231.2) 

(84.4) 

20.5      4/ 

1/  Includes  cairyover  of  $132.8  million,  released  contingency  of  $145.0  million.  $75  0  million  contingency  not  activated  and 

$254.75  million  supplemental 

11  Includes  caityover  of  $577.8  million,  released  contingency  of  $630.7  million,  $326  2  million  contmgency  not  activated  and 

$1,108  billion  supplemental 

3/  Includes  proposal  to  increase  interest  rate 

4/  In  addition,  it  is  estimated  that  $40  0  million  will  be  canied  forward  from  FY  1994  with  $20.0  million  needed  to  support  the 

L.A.  quake. 
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Now,  I'd  like  to  outline  for  you  our  FY  1995  request  for  the 
disaster  program.  We  have  requested  $20.5  million  for  the 
administrative  costs  of  this  operation  in  FY  1995.  This  estimate 
assumes  that  we  will  have  sufficient  carry-forward  funds  from  FY 

1994  under  our  e.xisting  contingencies.  We  expended  $110  million  in 
disaster  salaries  and  expenses  in  FY  1993  and  are  anticipating 
expending  about  $163  million  in  FY  1994,  barring  any  additional 
major  disaster  activity. 

We  have  also  requested  a  subsidy  appropriation  of  $52.2 
million  for  the  disaster  loan  program  that  will  provide  for  a  FY 

1995  disaster  loan  level  of  $412  million.  This  program  carries  a 
subsidy  rate  of  12.67  percent  for  FY  1995,  compared  to  the  FY  1994 
subsidy  rate  of  22.99  percent.  The  increase  in  the  subsidy  rate  is 
a  result  of  technical  reestimates,  and  our  legislative  proposal  to 
increase  the  interest  rate  to  the  Treasury  market  rate  plus  one 
percent  (estimated  to  be  6.93%).  Approvals  in  this  program  were 
$381  million  in  FY  1991,  $782  million  in  FY  1992,  and  $1.4  billion 
in  FY  1993.  We  estimate  that  with  the  California  Earthquake,  our 
FY  1994  approvals  could  reach  $1.8  billion.  We  also  anticipate 
that  an  additional  $300  million  in  approvals  from  the  California 
Earthquake  will  occur  in  FY  1995. 

To  support  the  ten-year  average  loan  program  level  of  $412 
million  and  to  maintain  our  disaster  loan  servicing  operations, 
we  will  require  approximately  $60  million  in  salaries  and 
expenses  funding  for  FY  1995.   Of  the  $202.7  million  currently 
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available  for  salaries  and  expenses  in  Pf  1994,  we  project  that 
we  may  carry  forward  as  much  as  $40  million  into  FY  1995. 

SURETY  BOND  PROGRAM 


We  have  requested  an  appropriation  of  $5.4  million  for  the 
Surety  Bond  program.   This  request  will  support  a  program  level 
of  $1.8  billion  in  new  bond  approvals.   As  you  know,  the  Surety 
Bond  Program  Remains  one  of  our  most  popular  programs  and  has  a 
historically  low  loss  rate  of  about  2  percent,  thereby  enabling  a 
significant  leveraging  of  Federal  funds.   Approvals  in  this 
program  were  $1.1  billion  in  FY  1991,  $1.0  billion  in  FY  1992, 
and  $1.0  billion  in  FY  1993.   Our  FY  1994  appropriated  level  is 
$1.8  billion.   This  program  does  not  come  under  Federal  Credit 
Reform,  and  therefore,  has  no  subsidy  rate  attached  to  it. 

In  addition,  we  have  significantly  reduced  the  funding 
required  for  our  Office  of  Surety  Guarantees  because  we 
anticipate  this  program  will  be  operated  far  differently  in  FY 
1995.   We  anticipate  converting  100%  of  the  Surety  program  to  our 
preferred  program  which  now  makes  up  22%  of  our  surety  business. 
Such  a  conversion  will  still  allow  us  to  extend  $1.8  billion  of 
surety  bond  guarantees  to  the  small  business  community  while 
reducing  our  cost  by  $2.2  million  and  our  surety  personnel  by  49 
FTE's.   This  restructuring  of  the  surety  program  will  mean  that 
we  will  no  longer  underwrite  bond  approvals  or  process  claims  and 
recoveries.   This  action  will  greatly  reduce  the  administrative 
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costs  to  the  SBA,  result  in  faster  approvals  for  the  contractors, 
and  faster  claim  payments  to  the  sureties. 

MINORITY  BUSINESS  DEVELOPMENT 


We  are  taking  an  aggressive  "ground-up"  approach  in 
assessing  the  objectives  of  our  Minority  Small  Business  program. 
In  the  coming  weeks  we  will  be  proposing  a  legislative  package  to 
you  that  outlines  our  proposals  for  this  program.   We  are  very 
excited  about  these  proposed  changes  and  we  see  them  as  a 
workable  solution  to  a  program  area  that  has  not  been  effective 
in  meeting  the  needs  of  our  minority  and  disadvantaged  small 
business  customers. 

Our  request  is  $23.32  million  for  the  Office  of  Minority 
Small  Business,  and,  in  addition,  we  are  requesting  $500  thousand 
to  complete  the  long  delayed  automation  initiatives  for  the 
Minority  Small  Business  program. 

PROCUREMENT  ASSISTANCE 


The  budget  request  for  the  Office  of  Procurement  Assistance 
is  $16.4  million.   This  office  ensures  that  small  businesses 
receive  a  fair  share  of  government  procurement  opportunities. 
This  is  done  through  the  on-site  location  of  procurement  center 
representatives  at  major  government  installations  and  through  the 
continuous  monitoring  of  government  contracting  and 
subcontracting  activities,  and  through  the  negotiation  of 
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procurement  goals  with  other  agencies.   Additionally,  the  office 
manages  the  Procurement  Automated  Source  System  (PASS) ,  which 
contains  data  on  the  capabilities  of  222,000  small  firms 
interested  in  doing  business  with  the  government.   This  data  is 
used  by  hundreds  of  Federal  procurement  officials  and  large  prime 
contractors  to  find  qualified  small  businesses.   The  office  also 
issues  Certificates  of  Competency  (COC) ,  which  document  a  firm's 
ability  to  successfully  perform  on  government  contracts. 

BUSINESS  DEVELOPMENT  PROGRAMS 


The  SBDC  program  is  requested  at  $67  million.   This  program 
is  designed  to  assist  small  businesses  by  linking  federal,  state, 
and  local  governments  and  the  private  sector  to  provide 
management  and  technical  assistance  to  the  small  business 
community.   The  SBDC  program  currently  has  a  network  of  56  lead 
SBDCs  located  in  49  states  and  approximately  868  subcenters  and 
satellite  locations. 

As  I  previously  mentioned,  we  have  requested  $3.2  million  to 
support  the  four  existing  Export  Assistance  Centers  and  the  ten 
additional  centers  proposed  for  FY  1995.  We  have  also  requested 
$18.7  million  for  the  nine  "One-Stop  Capital  Shops"  within  the 
Empowerment  Zones,  including  $15.1  million  to  support  $375 
million  in  financial  assistance  programs,  $1.1  million  for 
Microloan  technical  grants,  $720  thousand  for  Business 
Information  Centers,  and  $1.7  million  for  project  management. 
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We  have  included  $3.2  million  in  additional  funding  for 
staff  training,  which  has  long  been  neglected  in  this  Agency. 
With  fewer  people,  we  have  to  train  our  people  properly  so  we  can 
be  more  productive.   We  currently  have  a  portfolio  of  over  $25 
billion  in  loans.   This  large  portfolio  of  loans  combined  with 
the  level  of  customer  service  that  is  necessary  at  the  SBA  will 
require  skillfully  trained  and  competent  staff  in  all  of  our 
offices.    Included  in  this  training  request  are  $1.7  million  for 
Economic  Development  programs  training,  $500  thousand  for 
Minority  Enterprise  Development  training  and  $1.0  million  for 
centralized  training  in  support  of  our  other  Agency  program 
areas . 

We  are  not  seeking  funding  in  the  FY  1995  budget  for  any 
unauthorized  initiatives,  nor  for  the  Small  Business  Institute 
program  or  the  Tree  Planting  program. 

REGULAR  SALARIES  AND  EXPENSES 


This  budget  request  is  consistent  with  the  President's 
overall  administrative  and  spending  reductions,  and  will  provide 
SBA  with  the  resources  necessary  to  deliver  and  administer  our 
programs  and  services  under  our  proposed  streamlined 
organizational  structure.   The  FY  1995  Salaries  and  Expenses 
funding  request  is  for  $418.3  million  and  an  FTE  level  of  3,741, 
excluding  the  Office  of  the  Inspector  General,  whose  budget 
request  is  separately  included. 
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503  PREPAYMENT  PENALTY 


As  you  know,  our  503  Development  Company  debenture  borrowers 
have  been  unable  to  take  advantage  of  reductions  in  the  interest 
rates  over  the  past  few  years  due  to  the  exorbitant  prepayment 
penalty  associated  with  early  redemption  of  503  debentures.  Our  FY 
1995  budget  request  includes  $30  million  in  appropriations  to  help 
offset  these  penalties  imposed  on  the  borrowers.  The  prepayment 
program  would  allow  high  interest  503  borrowers  to  redeem  or 
refinance  their  debentures  as  if  they  had  borrowed  under  our  504 
program  using  the  same  prepayment  penalty  that  is  in  the  504  loan 
agreement.  The  associated  penalty,  which  would  go  to  the  Treasury 
as  an  interest  differential,  would  be  forwarded  by  the  SBA  from 
this  appropriation. 

NEW  FEE  INITIATIVES 


This  budget  request  includes  four  specific  fee  initiatives 
proposed  to  assist  the  Federal  appropriations  process  by  generating 
$26.4  million  in  revenues  to  the  SBA.  Absent  these  fees,  an 
additional  appropriation  of  $26.4  million  would  need  to  be  provided 
to  fund  the  requested  program  levels  and  initiatives. 

First,  we  propose  to  establish  a  $15  per  hour  fee  for 
counseling  SBDC  customers.  We  estimate  this  will  generate  $17 
million  in  revenues  in  FY  1995.  We  believe  that  this  proposed  fee 
is  not  only  reasonable  in  view  of  the  valuable  services  that  SBDC 
counselors  provide,  we  also  believe  that  it  will  cause  small 
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business  owners  to  use  this  program  more  wisely.  We  would  also 
note  that  this  fee  is  well  below  private  sector  market  rates  for 
similar  services. 

Second,  we  propose  to  charge  a  fee  for  all  business 
development  publications  distributed  by  the  SBA.  These  charges 
would  range  from  about  $.50  to  $1.50,  and  would  be  used  to  offset 
the  cost  of  printing,  mailing,  and  distribution.  We  estimate 
generating  $1.15  million  in  revenues  from  this  fee  in  FY  1995. 
Again,  we  believe  that  this  minimal  charge  is  reasonable,  and  below 
prevailing  market  rates  considering  the  value  of  the  product. 

Third,  we  propose  to  charge  a  fee  to  our  loan  recipients  who 
request  changes  to  the  terms  and  conditions  of  their  loans.  These 
changes  are  a  routine  part  of  servicing  loans,  and  are  widely 
accepted  in  the  commercial  banking  arena.  Some  typical  instances 
in  which  we  propose  to  charge  this  fee  include:  filing  liens, 
subordinations,  change  of  guarantors,  and  substitutions  of 
collateral.  A  typical  fee  for  executing  such  changes  would  be 
about  $75,  which  we  estimate  would  generate  $7.2  million  in 
revenues  to  the  SBA  in  FY  1995.  These  fees  would  be  collected 
through  our  participating  lenders,  and  remitted  to  the  SBA. 

The  final  fee  involves  charging  users  for  certain  optional 
features  on  the  Agency's  first  computer-based  electronic  bulletin 
board.  This  service,  SBA  On-Line,  provides  immediate,  around-the- 
clock  access  to  information  on  SBA's  services,  publications  and 
programs,  and  users  access  through  electronic  gateways  to  other 
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bulletin  boards  that  contain  information  important  to  small 
businesses.  The  current  1-800  number  was  provided  to  SBA  at  no 
cost  for  the  first  year  only.  Due  to  the  overwhelming  response  to 
this  service  (almost  800,000  calls  since  last  year),  the  1-800 
number  in  FY  1995  will  only  be  provided  for  initial  access  to  SBA's 
general  information.  Users  who  wish  to  access  other  bulletin 
boards  through  the  electronic  gateways  or  who  want  to  post  and 
receive  messages,  will  be  assessed  a  user  fee.  This  fee  is 
expected  to  generate  $1  million  in  revenues  to  offset  the  expected 
$1.5  million  cost  of  providing  this  service.  The  Agency  estimates 
this  will  amount  to  approximately  $35  annually  to  a  user,  which  is 
approximately  one-fourth  of  comparable  commercial  rates  for  similar 
services . 

This  concludes  my  summary  of  our  FY  1995  budget  request  and 
some  of  the  significant  initiatives  that  we  will  be  undertaking  at 
the  SBA  over  the  next  year  or  so.  I  would  be  happy  to  answer  any 
questions  that  you  may  have  for  me. 


75 


^ 


^ 


J 


76 


IMPOWIRMrNT 

Z()\IS 

&:  LN TURPRISL 

(OMMlMTinS 

APPLICATION 

(,riDE 


BUILDIM  COfiraiTIES:  TOGETHER 

I   III       P  R  I    S  I  I)  I    N   I      S     (    t)  M  M  I    \  i  T  V     IN   I   I    R  P  R  I  S  I      B  ()  A  R  D 


I  -^  ni  I'AKiMi  \i  oi  lun  •-i\i, 
wni  kr.w  ni\i  iopmi  \i 


1  ■-  ni  i'\ki\ii  \i  iM 

\iiUU  I  I  !l  Rl 


77 


We  will  evaluate  your  strategic 
plan  based  on  lour  equally 
important  principles  ol  Ihe 
Community  Empowerment 
Cliallenge:  Economic 
Opportunity.  Sustainable 
Community  Development. 
Community-Based  Partnerstiips. 
and  Strategic  Vision  lor  Change. 
Listed  below  are  elements 
related  to  eacti  ol  the  criteria  that 
you  may  wish  to  consider.  Not 
all  ol  these  elements  will  be 
relevant  in  each  community. 
There  also  may  be  other 
elements  important  to  your  plan. 
In  addressing  Ihe  lour  key 
elements  in  your  strategic  plans. 
we  ask  you  to  locus  on  those 
elements  that  you  consider 
critical. 


kEYSELEmOMRITERIA 


ECONOMIC  OPPORTVNmr 

*  In  ihe  C  ommuniiy  How  will  businesses,  obs,  and  enirepreneurship  increase  mihm 
the  zone  or  community?  How  will  residents  achieve  a  real  economic  stake  in  the 
community'  How  will  residents  be  employed  in  the  process  of  implementing  the  plan 
and  in  all  phases  of  economic  and  community  development?  How  will  residents  receive 
training,  assistance,  and  family  suppon  to  become  economically  self-sufficient? 

«    Outside  ihe  Community:  How  will  residenis  be  linked  with  employers  and  jobs 
throughout  the  entire  region  or  metropolitan  area?  How  will  economic  rcvitalization  m 
the  zone  or  community  relate  with  the  broader  metropolitan  or  regional  economies? 
How  will  your  plan  ensure  that  the  jobs  in  the  zone  or  community  are  not  created  at  the 
e.xpense  of  jobs  elsewhere? 

•:•    Capital  Access:  How  will  lending  and  investment  opportunities  increase  within  the 
zone  or  community'  Is  there  a  mechanism  in  your  plan  to  encourage  commumty 
investment  and  to  create  new  growth,  for  example,  through  establishing  or  expanding 
community  financial  institutions,  One-Stop  Capital  Shops,  or  partnerships  with  other 
financial  institutions? 

SUSTAiNABLf  COMMUNITY  DEVELOPMENT 

•:•     Consolidaicd  Planning:  Is  \our  plan  part  of  a  larger  strategic  community  development 
plan  for  the  entire  nominating  locality  and  consistent  with  broader  regional 
development  strategies? 

•:•    Public  Safety:  What  strategics,  such  as  community  policing,  will  be  used  to  guarantee 
the  basic  safety  and  secunty  of  persons  and  property  within  the  zone  or  community' 

*  Amenities  and  Desig;n:  Does  your  plan  consider  issues  of  design  and  amenities  that 
will  foster  a  sustainable  community  such  as  open  spaces,  recreational  areas,  cultural 
institutions,  transportanon.  energ);  land  and  water  uses,  waste  management, 
environmental  protection,  and  the  quality  of  life  in  the  community? 

*  Sustainable  Development:  How  will  economic  development  be  achieved  in  a  manner 
that  protects  public  health  and  the  emironment? 

*  Supporting  Families:  How  will  the  strengths  of  families  be  supported  so  that  parents 
can  succeed  at  work,  provide  nurture  in  the  home,  and  contnbute  to  the  life  of  the 
community' 

*  Youth  Development:  How  will  your  plan  promote  the  development  of  children,  youth, 
and  young  adults  into  economically  producuve  and  socially  responsible  citizens?  How 
will  young  people  be  provided  the  oppormmty  to  take  responsibility  for  learning  the 
skills,  discipline,  atutude.  and  initiative  to  make  work  rewarding' 
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♦    Meeting  the  National  Education  Goals:  How  will  schools,  religious  inslilutions,  non- 
profit organizalions,  for-profii  enicrpnses,  local  governments,  and  families  work 
cooperatively  to  provide  all  individuals  with  the  fundamenul  skilk  and  knowledge  they 
need  to  be  active  panicipants  and  contributors  in  their  community  and  to  succeed  in 
the  increasingly  competitive  global  economy' 

•:•  AfTordable  Housing:  Have  you  included  a  housing  component  that  provides  for 
adequate  safe  housing  and  ensures  that  all  residents  wall  have  equal  access  to  that 
housing' 

•>    Drug  Abuse:  How  will  your  plan  address  the  level  of  drug  abuse  and  drug-rebted 
activity  m  your  community  through  the  expansion  of  drug  treatment  services,  drug  law 
enforcement  initiatives,  and  community-based  drug  abuse  education  programs? 

•:•  Equal  Opportunity:  Does  your  plan  offer  an  opponunity  for  all  of  your  diverse 
residents  lo  participate  in  the  rewards  and  responsibilities  of  work  and  service' 

COMMUNITY-BASED  PARTNERSHIPS 

•:•     Cominunitv  Partners:  To  what  extent  have  residents  of  the  community  panicipated  in 
the  development  of  the  strategic  plan  and  what  is  the  nature  and  scope  of  their  role  in 
and  commitment  to  implementing  the  strategic  plan?  Do  the  Pamcipaung  Entities 
include  community-based  organizations  from  the  nominated  area?  What  is  their  track 
record  of  suppon  and  achievement?  Does  your  plan  integrate  the  local  educational, 
social,  CIVIC,  religious,  envnronmental,  and  health  organizations  and  reflect  the 
prominent  place  that  these  institutions  can  occupy  in  the  daily  life  of  a  revitalized 
community' 

♦  Private  and  Nonprofit  Sector  Partners:  Have  you  secured  partnership  commitments 
from  the  pnvate  and  nonprofit  sectors,  such  as  corporauons,  utilities,  banks  and  other 
financial  institutions,  and  educational  instituuons'  What  is  the  nature  and  scope  of  their 
commitments  to  support  the  implementation  of  your  strategic  plan? 

*  Stale  and  Local  Government  Partners:  What  is  the  nature  and  scope  of  commitments 
from  Slate  and  local  governments  to  provide  suppon  to  implement  the  strategic  plan? 
Are  the  governmental  partners  committed  to  reinveming"  their  roles  and  coordinaung 
programs  to  implement  the  strategic  plan' 

•>    Permanent  Implemenution  and  Evaluation  Structure:  Has  a  responsive  and 

accountable  implementation  structure  or  process  been  created  to  ensure  that  the  plan  is 
successfully  implemented  and  improvements  are  made  throughout  the  10-year  period 
of  ihe  zone  or  community  designation'  Will  all  partners  agree  to  be  bound  by  their 
commitments' 
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STRATEGIC  VISION  FOA  CHANGE 

•>  (n)ab:  What  are  \iiur  economic,  phx'Sical.  en\ironmenial,  communiiy.  and  human 
semces  goals?  What  do  you  expect  the  targeted  community  to  look  like  in  10  years, 
based  upon  the  strategic  vision  for  re\itali;anon  you  have  developed' 

♦  Coordinated  Strategy:  Does  your  strategic  plan  have  a  strategy  for  realizing  this  vision, 
for  e.xample.  by  linking  economic,  human,  phwical.  and  community  development  and 
other  aclivilies  so  that  these  vnW  work  in  mutually  reinforcing.  s)Tiergisiic  ways  to 
achieve  your  ultimate  goals? 

«    Creativity  and  Innovation:  How  creauve.  innovauve.  and  promising  is  the  strategic 
plan?  Does  your  vision  promote  the  civic  spirit  necessary  to  revitalize  your  communiiy? 
Does  it  generate  the  kind  of  enthusiasm  and  encourage  the  kind  of  involvement  that 
gives  residents  a  real  responsibility  for  revitalizing  and  preserving  their  communities? 

■»    Building  on  Assets:  Does  your  vision  for  revntalization  realistically  address  the  needs  of 
the  community  m  a  way  that  takes  advantage  of  the  community's  assets? 

*  Benchmarks  and  Learning:  Does  the  pbn  include  realistic  performance  benchmarks 
for  measunng  progress  in  implementation,  and  does  it  conlempbte  an  on-going  process 
for  adjustments,  corrections,  and  building  on  what  works' 

LEAMING  WHAT  WORKS:  EZ/EC  PERFOBMANCE  EVALUATION 

Tlie  performance  of  Empowerment  Zones  and  Enterprise  Communities  (EZ/ECs)  will  be 
tracketi  to: 

♦  allow  you  to  evaluate  your  progress  against  your  benchmarks  and  make 
necessary  mid-course  corrections  in  your  strategic  plan  to  enable  you  to  meet 
your  goals; 

♦  monitor  the  implementation  progress  of  the  strategic  plan  In  order  to  determine 
whether  tlie  EZ/EC  designation  should  be  continued: 

•»    identify  problems  encountered  so  that  HUD.  Agriculture,  and/or  other  Federal 
agencies  can  provide  needed  assistance;  and 

■»    measure  the  impact  of  the  EZ/EC  program,  so  that  we  can  learn  what  works. 

The  performance  of  a  local  EZ/EC  will  be  tracked  through  two  methods: 

1 .  EZ/EC  designees  will  be  required  to  submit  periodic  reports  to  the  Office  of 
Community  Planning  and  Development  at  HUD  and  the  Office  of  Small 
Community  and  Rural  Development  at  the  Department  of  Agriculture  showing  the 
progress  made  on  the  benchmarks  established  by  their  strategic  plans.  These 
periodic  reports  will  also  reflect  any  modifications  to  the  strategic  plan  that  the 
designee  may  have  negotiated  with  these  offices  over  the  course  of  the 
implementation  of  the  local  program  to  take  advantage  of  changing  opportunities 
and  circumstances. 

2.  Using  the  originally  approved  strategic  plan  and  the  periodic  reports  to  provide  a 
baseline  of  Information,  the  Office  of  Community  Planning  and  Development  at 
HUD  and  the  Office  of  Small  Community  and  Rural  Development  at  the 
Department  of  Agnculture  will  commission  third-party  evaluations  of  the  program 
at  intervals  to  be  determined  by  these  offices. 
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JOB  CREATION  IN  1993 

As  shown  in  the  attached  table,  there  were  1.875  million  jobs  created 
between  December,  1992  and  December,  1993.   An  estimated  1.331  million 
or  71  percent  were  created  in  small  firm  dominated  sectors.   (A  small 
firm  dominated  sector  is  one  in  which  at  least  60  percent  of  industry 
employment  is  in  firms  with  fewer  than  500  employees) .   Data  is  not 
yet  available  by  region  of  the  country  or  by  exact  firm  size  class 
for  1993. 

In  terms  of  industry,  about  64  percent  of  the  new  jobs  were  created 
in  the  service  sector,  with  another  quarter  in  retail  trade.   The 
construction  sector  also  contributed  10  percent,  and  the  finance  and 
transportation  sectors  each  added  about  5  percent  of  the  new  job  total. 

As  shown  in  attachment  2,  restaurants  continued  to  add  the  most  new 
jobs  in  small  firm  dominated  sectors  in  1993,  adding  281  thousand  new 
jobs.   Special  trade  contractors  (plumbers,  electricians,  etc)  added 
156  thousand  new  jobs,  assisted  by  the  rebirth  in  residential  housing 
markets.   Note  also  the  addition  of  new  and  used  car  dealers  to  the 
list  of  large  job  contributors  during  1993,  along  with  others  sectors 
which  have  made  the  list  the  last  several  years:  employment  agencies, 
offices  of  physicians,  and  engineering  and  accounting  services. 
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Absolute  Change  in  Employment  by  Size  Category  and  by  Major  Industrial  Sector, 
OeceflH-er  1992  and  December  1993  (Data  in  Thousands) 


Small  Business 
Dominated  Industry 


Large  Business    Indeterminate 
Dominated  Industry  Industries 


Total, 

All  Industries 
Mining 

Construction 
Manufacturing 
Transportation 
Wholesale  Trade 
Retail  Trade 

Finance,  Insurance,  Real  Estate 
Services 


1,331 


0 

196 


63 

16 
565 


1,875 

-6 

196 

-131 

-8 

69 

464 

85 

1,205 


-151 
-33 
-29 
-22 
30 
393 


NA  -  indicates  tack  of  industry  representation  within  that  size  category.  Detail  may  not  add 

to  total  due  to  rounding. 

Note:  Data  excludes  self-employed  workers.   Small  business-dominated  industries  are 
industries  in  which  60  percent  or  more  of  employment  is  in  firms  with  fewer  than  500 
employees.  Large  business-dominated  industries  are  industries  that  have  60  percent 
or  more  of  employment  in  firms  with  more  than  500  employees.  A  third  set  of  industries, 
in  which  40.1  to  59.9  percent  of  employment  is  in  firms  with  fewer  than  500  employees, 
constitutes  an  indeterminate  group,  where  dominance  is  unclear 


22 
18 
36 
2 
39 
247 


Source:  Adapted  by  the  U.S.  Small  Business  Actninistrat ion.  Office  of  Advocacy, 
from  the  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  Employment  and 
Earnings  (January  1994),  Table  8.2.  While  99.9  percent  of  8LS  employment 
could  be  allocated  overall,  only  98  percent  could  be  allocated  in  manufacturing 
and  the  services  sectors.  This  is  due  to  inconsistencies  caused  by  changes 
to  the  Standard  Industrial  Classification  codes. 
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Absol'jte  Change  in  Employment  by  Size  Category  and  by  Major  Industrial  Sector, 
Deceii'i>er  1992  and  Oecentier  1993  (Data  in  Thousands) 


Small  Business 
Dominated  Industry 


Major 


Large  Business    Indeterminate 
Dominated  Industry  Industries 


Total,  1,331 

All  Industries 

Mining  0 

Construction  196 

Manufacturing  -1 

Transportation  8 

Wholesale  Trade  63 

Retail  Trade  484 

Finance,  Insurance,  Real  Estate  16 

Services  565 


-6 

196 

-131 

-8 

69 

464 

85 

1,205 


-20 

NA 

-151 

-33 

-29 

-22 

30 

393 


39 
247 


NA  -  indicates  lack  of  industry  representation  within  that  size  category, 
to  total  due  to  rounding. 


Detail  may  not  add 


Mote:  Data  excludes  self-employed  woricers.  Small  business-dominated  industries  are 
industries  in  which  60  percent  or  more  of  employment  is  in  firms  with  fewer  than  500 
employees.  Large  business-dominated  industries  are  industries  that  have  60  percent 
or  more  of  employment  in  firms  with  more  than  500  employees.  A  third  set  of  industries, 
in  which  40.1  to  59.9  percent  of  employment  is  in  firms  with  fewer  than  500  employees, 
constitutes  an  indeterminate  group,  where  dominance  is  unclear 


Source:  Adapted  by  the  U.S.  Small  Business  A(±iiinistration,  Office  of  Advocacy, 
from  the  U.S.  Department  of  Labor,  Bureau  of  Labor  Statistics,  Employment  and 
Earnings  (January  1994),  Table  B.2.  Uhile  99.9  percent  of  BLS  employment 
could  be  allocated  overall,  only  98  percent  could  be  allocated  in  manufacturing 
and  the  services  sectors.  This  is  due  to  inconsistencies  caused  by  changes 
to  the  Standard  Industrial  Classification  codes. 
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Zelifg; 

1.    can  you  provide  me  with  a  list  of  SBA  employees  detailed 
outside  the  SBA? 

The  fcllowing  individuals  are  currently  on  detail, 
Intergovernmental  Personnel  Act  (IPA) ,  or  other  assignments 
from  the  SBA. 

Catherine  Marschall,  SES-  IPA  to  Virginia  State  University,  a 
historically  black  University,  through  May,  1994.  Virginia 
pays  10%  of  her  current  salary. 

Martin  Darity,  Regional  Advocate-Atlanta,  GM-14-  IPA  to 
Alabama  Department  of  Economic  and  Community  Affairs,  extended 
through  September  30,  1994.  Alabama  pays  $40,500  of  his 
current  salary  plus  Atlanta  locality  pay. 

Jeffrey  Guide,  Office  of  Administration,  GS-13-  Interagency 
detail  to  the  Library  of  Congress,  ending  November  30,  1994. 
The  SBA  is  100%  reimbursed  for  his  salary. 

Harvey  Bronstein,  Size  Standards  Staff,  GM-14-  Assignment  to 
the  Agency  for  International  Development  (AID) ,  ending 
September  30,  1995.  AID  pays  100%  of  his  costs  through  a 
contractual  agreement. 

Joseph  Dobal,  Equal  Employment  Opportunity  and  Compliance,  GM- 
14-  Detail  to  the  United  Nations  Industrial  Development 
Organization,  ending  January  4,  1997.  SBA  pays  100%  of  his 
salary. 

Gerald  Kluempke,  Office  of  Minority  Small  Business,  GM-14- 
Part-time  assignment  to  the  White  House  Conference  on  Small 
Business.   SBA  pays  100%  of  his  salary. 
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U.S.  Small  Business  Administration  S!C^ 

Washington.   D.C.     20416  ;        V* 


Honorable  John  J.  LaFalce 

Chairman 

Committee  on  Small  Business 

U.S.  House  of  Representatives 

Washington,  DC   20515 


Dear  Mr.  Chairman: 


Please  find  enclosed  Administrator  Bowles'  responses  to  the 
additional  questions  posed  in  your  March  1  letter,  which  follows 
up  on  the  Committee's  February  2<i  hearing  on  SBA's  FY  1995  budget 
proposal. 

Sincerely, 


r-^ 


1 


Kris  Swedin 

Assistant  Administrator 

for  Congressional  and 

Legislative  Affairs 


Enclosures 
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Follow-up  Questions  to  Erskine  Bowles 
Administrator,  Small  Business  Administration 

Hearing  before  the  House  Small  Business  Committee 
February  24,  19 9 < 

QUESTIONS  FROM  CHAIRMAM  LaFALCE 

User  fees  -  -  -  on  loans 

The  budget  proposes  fees  on  loans.   SBA  says  that  they  would 
be  $75  for  agency  activities  such  as  the  subordination  of  liens, 
loan  assumptions,  reamortization  of  loans,  and  substitution  of 
collateral.   Income  estimate  is  $7.2  million. 

Would  these  charges  apply  to  all  loans,  regular  business 
(direct  and  guaranteed) ,  development  company  financing,  and 
disaster  loans  (business  and  homeowner)? 

Hould  these  charges  apply  to  loans  under  the  preferred 
lenders  progreun  even  though  the  lender  makes  the  change  and 
simply  notifies  SBA  of  it? 

Does  this  require  legislation?   If  yes,  when  will  it  be 
submitted? 

Answer:    The  proposed  charges  would  effect  all  the  programs 
you  cited  and  would  also  apply  to  loans  under  the 
PLP  program.   In  recent  years.  Congress  has  placed 
annual  prohibitions  on  such  user  fees  by  way  of  SBA's 
appropriations  legislation.   For  FY  1995,  SBA  is 
requesting  Congressional  approval  of  such  fees  in 
the  President's  budget  and  of  appropriations  amounts 
based  in  part  on  anticipated  revenue  from  these  fees. 
Language  prohibiting  fees  must  be  removed  from  our 
appropriations  language. 

Dser  fees  -  -  -  on  SBDC  Counseling 

The  budget  request  also  proposes  to  require  SBDCs  to  collect 
and  remit  to  SBA  counseling  fees  of  $15  per  hour.   Estimated 
income  is  $17  million  per  year.   States  currently  provide  more 
funding  to  the  program  than  does  SBA,  about  53%  state  to  47% 
Federal. 

If  it  is  appropriate  for  SBDCs  to  charge  fees  to  reduce  the 
cost  of  the  program  to  the  Federal  government,  why  is  it  not 
reasonable  for  the  states  to  want  the  SBDCs  to  charge  more  fees 
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to  reduce  the  state  cost  of  the  program?   Based  upon  respective 
shares  of  total  program  cost,  a  combined  fee  would  be  in  the 
range  of  $30-35  per  hour. 

Answer:    The  Agency  is  not  aware  that  the  states  have  any 

interest  in  charging  fees.   It  is  our  view  that  if 
the  charging  of  fees  for  counseling  is  approved, 
careful  consideration  must  be  given  to  the  amount  of 
such  a  fee.   Fees  must  not,  under  any  circumstances,  be 
competitive  with  fees  charged  by  the  for-profit  sector. 

The  $15  per  hour  we  are  requesting  is  not  competitive, 
but  is  consistent  with  similar  fees  currently  being 
charged  by  the  Minority  Business  Development  Centers 
operated  the  MBDA.   The  average  MBDC  charges  a  fee  of 
$50.00  per  hour.   However,  that  fee  is  subsidized  by 
MBDA  as  follows: 

•  Firms  with  annual  revenues  of  less  than  $500,000 
receive  an  80%  subsidy  from  MBDA  and  pay  only 
$10.00  per  hour. 

•  Firms  with  annual  revenues  of  more  than  $500,000 
receive  a  65%  subsidy  and  pay  $17.50  per  hour. 

The  fee  structure  varies  slightly  based  on  the  local 
economy,  availability  of  alternative  services,  and 
the  emphasis  of  the  individual  centers  (i.e.  loan 
packaging,  business  plan  development,  etc.). 

Do  you  believe  it  is  appropriate  for  SBDCs  to  charge  fees 
and  thus  compete  with  private  sector  management  consultants  who 
charge  fees  but  must  also  pay  taxes?   Is  this  fair  competition? 

Answer:    Historically,  the  Agency  as  well  as  the  Association  of 
SBDCs  have  been  very  sensitive  to  the  potential  for 
conflicts  between  SBDCs  and  private  sector  consultants 
should  the  charging  of  fees  be  permitted.   Again,  the 
amount  of  the  fee  charged  becomes  of  paramount 
importance  in  avoiding  such  a  conflict. 

Does  this  require  legislation?   If  yes,  when  will  it  be 
submitted? 

Answer:    Again,  Congress  in  recent  years  has  used  SBA's  annual 
appropriations  bills  to  prohibit  the  agency  from 
charging  SBDC  fees.   SBA  has  asked  for  Congressional 
approval  of  the  SBDC  fee  in  appropriations  language  as 
part  of  its  FY  1995  budget  proposal. 
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Surety  bond  program 

On  page  23  you  discuss  your  proposal  to  shift  bond 
guarantees  to  a  program  100%  dependent  upon  major  or  standard 
surety  companies. 

Although  before  your  time,  on  a  pilot  basis,  Congress 
legislated  a  preferred  surety  hsond  guarantee  program  (PSB) 
which  is  similar  to  the  preferred  lenders'  program.   Under  PSB, 
"standard  sureties"  (i.e.,  the  big  boys)  receive  a  delegation 
of  authority  to  approve  surety  bond  guarantees  on  SBA's  behalf. 
In  return,  they  only  receive  a  7  0%  guarantee.   Other  bonds  are 
written,  and  have  been,  by  "specialty  surety  companies"  (firms 
which  exist  solely  or  primarily  to  write  bonds  under  the  SBA 
program.   Under  this  regular  program,  the  specialty  sureties 
receive  up  to  a  90%  guarantee.   Today,  over  80%  of  the  bond 
guarantees  are  written  by  specialty  companies. 

SBA  is  now  proposing  to  eliminate  all  except  the  PSB 
program.   The  justification  is  that  it  would  permit  the 
elimination  of  50  employees  and  save  costs  of  $2.2  million. 

Why  do  you  believe  that  preferred  sureties,  whose  share  of 
the  SBA  program  over  the  past  three  years  has  grown  from  8%  to 
2  0%,  will  expand  and  cover  100%  next  year? 

What  will  happen  if  the  preferred  sureties  refuse  to 
participate  in  the  SBA  program  as  they  did  in  most  of  the  past 
history  of  the  program? 

What  will  happen  to  those  small  contractors  in  rural  areas 
which  are  not  served  by  standard  sureties? 

Do  you  believe  that  the  only  contractors  which  should 
qualify  are  those  who  need  a  70%  guarantee  as  opposed  to  a  90% 
guarantee  under  the  regular  program  (small  contracts  and  ALL 
MINORITY  contracts  receive  a  90%  guarantee)? 

Answer:    The  number  of  surety  companies  that  are  now 

participating  in  the  Preferred  Surety  Bond  (PSB) 
Program  has  far  exceeded  original  expectations.   When 
the  PSB  Program  was  implemented,  it  was  anticipated 
that  five  standard  companies  would  enter  the  program. 
Currently  thirteen  of  the  largest  standard  companies 
are  participating  in  the  PSB  program.   As  a  result 
of  SBA's  marketing  efforts  and   outreach  activities, 
the  program  is  now  recognized  as  a  good  resource  for 
standard  companies  to  extend  bonding  accessibility  to 
small  and  minority  contractors. 
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Under  the  preferred  surety  program,  we  have  experienced 
a  much  lower  loss  rate  than  on  our  traditional  program. 
In  addition,  we  are  able  to  reduce  administrative  costs 
due  to  their  doing  the  underwriting,  claims,  and 
recovery  processing. 

Currently,  preferred  sureties  are  responsible  for  about 
22%  of  our  approval  activity  and  we  use  about  59  FTEs 
to  underwrite  bonds,  process  claims,  pursue  recoveries, 
and  provide  program  policy,  oversight  and  monitoring 
of  sureties.   Because  of  the  success  of  our  preferred 
surety  program,  we  propose  to  use  these  preferred 
sureties  in  FY  1995  to  operate  our  entire  $1.8  billion 
surety  bond  program.   These  sureties  would  then  be 
responsible  for  all  underwriting  and  claims  and 
recovery  processing.   This  will  relieve  the  SBA  of 
these  operations,  allowing  a  reduction  in  FTEs  to  10  to 
continue  with  program  policy,  oversight  and  monitoring. 

If  our  proposed  expansion  of  the  preferred  surety 
program  is  approved  by  the  Congress,  we  would  need  to 
actively  recruit  additional  sureties  to  participate 
in  this  program  to  provide  full  geographic  coverage. 
We  would  assure  that  all  sureties  that  currently 
participate  in  our  regular  program,  big  and  small,  have 
an  opportunity  to  participate  as  preferred  sureties. 

Disaster  loan  program 

Beginning  with  page  20  of  your  statement,  the  disaster  loan 
program  and  its  importance  in  recovery  efforts  in  California  are 
discussed.   I  do  not  see  any  reference  to  the  proposal  to 
increase  disaster  loan  interest  rates  to  the  cost  of  money  plus 
1  point. 

Does  this  represent  a  change  in  position? 

Answer:    In  the  budget  that  we  sent  to  the  Congress,  we  did 
anticipate  that  we  would  have  to  raise  the  interest 
rate  on  the  disaster  loan  program  to  the  Treasury  rate 
plus  1  percent  in  order  to  be  able  to  meet  the  10  year 
average.   That  proposal  is  explained  on  page  22  of  my 
written  statement  submitted  to  the  Committee  (see 
attached) .   However,  we  are  taking  a  second  look  at  the 
program  to  re-evaluate  whether  we  need  to  increase  the 
interest  rate. 
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503  Prepayment  penalty 

On  page  27  you  discuss  the  need  to  reduce  the  onerous 
prepayment  penalty  imposed  on  503  borrowers.  I  strongly  agree. 

I  also  believe,  however,  that  solution  is  not  simply  to 
allow  wealthy  503  borrowers  who  have  succeeded  under  the  program 
to  exit  without  a  penalty;  we  must  offer  financing  to  those  who 
have  not  been  so  successful. 

Do  you  believe  that  the  $30  million  you  have  requested  is  the 
extent  of  the  program  or  does  it  represent  the  first  step  of  a 
multi-year  solution? 

When  do  you  anticipate  a  legislative  request  being 
submitted? 

Answer:    We  cannot  say  with  certainty  whether  or  not  the  $3  0 
million  will  solve  the  total  problem.   However,  the 
503  borrowers  have  surveyed  themselves  and  about  20% 
of  the  survey  respondents  say  they  can  and  will  prepay 
if  the  504  penalty  is  substituted  for  the  existing  503 
penalty.   If  this  survey  is  correct,  the  $30  million 
is  about  the  amount  that  will  be  needed.   The  Agency's 
legislative  package  is  being  finalized  and  the  503 
request  is  included  in  this  package. 

7(a)  guaranteed  loan  demand 

On  page  15  of  your  testimony  you  stated  that  you  anticipate 
not  using  all  of  your  1994  money  and  that  it  will  permit  you  to 
effectively  carry  forward  to  1995  $1.5  billion. 

What  has  been  progrzun  usage  to  date  this  year? 

Does  SBA  still  predict  that  it  will  only  approve  $7  billion 
in  loan  guarantees  this  year? 

Answer:    The  dollar  volume  in  the  7(a)  program  as  of  January  31, 
1994  is  $2,267  billion.  However,  based  on  the  current 
rate  of  usage,  our  total  volume  for  FY  1994  will  be 
about  $7.2  billion.   The  $1.5  million  carryover  was 
based  upon  an  assumption  that  any  volume  above  $7 
billion  will  reduce  the  amount  available  to  carry  over 
into  FY  1995. 
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Development  company  loan  demand 

On  page  16  you  state  that  the  $1  billion  program  level  which 
was  provided  in  the  1994  appropriations  act  "may  not  be 
sufficient  this  year."   Last  year's  authorization  amendments  set 
the  level  at  $1.2  billion. 

What  has  been  the  usage  to  date  this  year? 

What  total  demand  is  8BA  anticipating  and  how  will  SBA  meet 


it? 


will  SBA  request  an  authorization  increase? 


Answer:    Usage  to  date  through  the  end  of  February  is  $4  50 

million.   SBA  anticipates  total  demand  for  the  year  to 
be  between  $1.2  billion  and  $1.4  billion.   Later  in  the 
fiscal  year,  if  the  forecast  continues  to  show  demand 
exceeding  our  appropriation  of  $1.0  billion,  SBA  will 
request  a  reprogramming  of  additional  funds  into  504. 

SBA  will  also  request  an  authorization  increase  if 
demand  exceeds  our  FY  1994  authorization  level  of  $1.2 
billion. 


Microloans 

On  page  19  you  advocate  converting  the  microloan  program 
from  one  of  direct  loans  (to  intermediaries)  to  one  of  100%  bank 
guaranteed  loans. 

Philosophically,  I  have  always  opposed  100%  guarantees  as 
being  too  risky  for  the  government.   The  lender  would  have  no 
financial  incentive  to  prudently  manage  the  program. 

Can  we  rely  upon  lenders  who  receive  a  100%  guarantee? 

Answer:    Generally  speaking,  I  am  also  opposed  to  100% 

guaranties.   However,  we  are  considering  moving  to 
a  100%  guaranty  program  because  it  may  be  necessary 
and  we  feel  it  would  be  prudent.   The  guaranties  would 
only  be  extended  to  Micro  Intermediary  Lenders  that 
have  already  been  accepted  into  the  program  by  SBA. 
These  lenders  are  already  authorized  to  receive  direct 
government  loans  and  they  meet  all  the  requirements  of 
the  program.   Therefore  the  risk  of  a  100%  guaranty  is 
no  more  that  the  risk  taken  under  our  current  direct 
loan  program  and  we  believe  that  the  lenders  can  do  an 
equally  good  —  and  possibly  better  —  job  in  servicing 
the  loan  because  they  are  on  the  scene. 


91 


One-stop  capital  shops 

On  page  9  you  discuss  the  establishment  of  one-stop  capital 
shops  within  Enterprise  Zones  and  Enterprise  Communities.   Your 
testimony  is  that  this  will  include  financial  assistance  from 
certified  development  companies,  7(a)  lenders,  Small  Business 
Investment  Companies,  and  Specialized  Small  Business  Investment 
Companies. 

Early  descriptions  of  the  operation  suggested  that  the  loss 
rate,  and  hence  the  resulting  subsidy  rate,  would  be  considerably 
higher  for  each  program  in  the  one-stop  shop  than  in  the  program 
in  general. 

What  subsidy  rate  do  you  anticipate  for  each  program? 

Answer:    Using  preliminary  information  regarding  loan  activity 

in  the  empowerment  zones,  we  estimate  that  for.  FY  1995, 
the  subsidy  rates  within  these  areas  for  each  loan 
program  might  be: 

7(a)  —  5.30% 

504  —  2.00% 

SBIC  —  15.99% 

SSBIC  —  29.57% 

Micro  —  20.00% 

However,  our  budget  does  not  request  a  separate  subsidy 
rate  or  program  to  be  administered  within  empowerment 
zones.   Therefore,  we  have  included  a  "weighted 
average"  subsidy  rate  within  our  budget  request  that 
reflects  the  inclusion  of  the  above  estimates  in  our 
overall  program  levels.   The  Microloan  program  subsidy 
rate  also  reflects  a  policy  change  request  from  a 
direct  to  a  guarantee  program. 

Elimination  of  direct  loans 

On  page  14  you  explain  that  you  can  eliminate  the  direct 
loan  program  as  "the  traditional  need  for  direct  loans  will 
diminish"  due  to  the  introduction  of  the  many  changes  you  are 
proposing  to  the  lending  programs.   You  also  note  that  your  staff 
believes  that  there  are  few  if  any  of  these  direct  loans  that 
would  not  be  made  on  a  guaranteed  basis. 

Elimination  of  direct  loans  is  not  a  new  proposal.  It  is 
one  that  we  will  pursue  in  depth  during  upcoming  authorization 
hearings.   There  will,  however,  be  difficulties: 
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•  handicapped  borrowers  who  now  pay  3%  would  not  agree 
that  they  are  credit  worthy  to  receive  a  bank 
guaranteed  loan  with  70-90%  guarantee  at  an  interest 
rate  of  double  the  SBA  rate; 

•  disabled  veterans  would  not  agree  that  a  private  lender 
would  give  their  loan  applications  the  same 
consideration; 

•  economic  opportunity  borrowers  would  not  agree  that 
banks  would  give  them  favorable  consideration  for  loans 
in  the  inner  city; 

•  Specialized  SBICs  would  not  agree  that  guaranteed 
debentures  (which  are  debt  instruments)  can  be 
substituted  for  preferred  stock  (an  in  fact  we  all 
agreed  that  debt  was  the  cause  of  the  regular  SBIC 
problems,  and  this  resulted  in  the  legislation  for 
the  new  participating  security) . 

Has  the  Agency  considered  these  arguments? 

Answer:    We  have  considered  the  arguments  outlined  in  your 

letter.  We  believe  that  interest  rate  is  not  the  prime 
concern  of  a  borrower  trying  to  obtain  capital  for  its 
business.  In  the  recent  town  meetings,  very  little  was 
said  about  interest  rates.   It  was  the  availability  of 
credit  that  was  the  problem.   The  SBA  credit  standards 
for  guaranty  loans  and  direct  loan  are  the  same.   The 
primary  standard  being  the  ability  to  repay  the  loan 
from  the  earnings  of  the  business.   The  small  amount  of 
direct  funds  that  the  Agency  has  to  offer  helps  about 
700  businesses  each  year.   The  subsidy  rate  for  most 
direct  programs  is  10  to  15  times  higher  than  that  for 
the  7(a)  guaranty  program.   Through  the  introduction  of 
our  new  lending  initiatives  in  FY  1994-1995,  including 
the  LOWDOC  and  Women's  Pilot  Loan  Pre-Qualif ication 
Program,  we  are  confident  that  we  will  be  able  to 
provide  assistance  to  those  borrowers  that  were 
previously  served  under  the  direct  loan  programs. 

Assistance  to  women 

The  budget  request  eliminates  funding  (now  $500,000)  for 
the  National  Women's  Business  Council  and  reduces  funding  for 
demonstration  programs  from  the  existing  $2  million  to  only 
$500,000. 

Are  you  proposing  any  substitute  assistance  from  SBA  or  any  other 
source? 
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Answer:    Our  request  for  women's  business  demonstration  programs 
will  allow  for  approximately  five  new  demonstration 
grants  in  FY  1995.   Moreover,  SBA  is  proposing  a  number 
of  initiatives  for  FY  1995  to  enhance  our  commitment  to 
assisting  women  business  owners.   We  have  developed  a 
Women's  Pre-authorized  Loan  pilot  program  that  is  aimed 
at  increasing  the  number  of  women  entrepreneurs  who 
apply  for  and  receive  loans.   We  are  also  proposing 
statutory  authorization  for  SBA's  Office  of  Women's 
Business  Ownership.   Finally,  it  should  be  noted  that 
45%  percent  of  the  loans  made  under  our  Microloan 
Program  go  to  women  business  owners,  and  43%  of  the 
training  hours  provided  by  Small  Business  Development 
Centers  goes  to  women. 

Simplified  loan  application  forms 

On  page  10  you  discuss  the  simplified  loan  application  for 
smaller  loans.   I  want  to  compliment  vou  on  this.   I  have  long 
believed  that  it  simply  did  not  make  sense  to  require  the  same 
information  on  large  loans  as  on  small  loans.   As  a  result,  I 
authored  legislation  which  was  enacted  as  section  102  of  P.L. 
100-590  which  mandated  the  Agency  to  develop  and  use  a  simplified 
loan  application  on  loans  of  $50,000  or  less.   Unfortunately,  the 
Agency  eliminated  about  5%  of  the  regular  loan  form  and  declared 
victory. 

I  would  urge  you  to  expeditiously  review  the  pilot  program 
and  expand  it  at  the  earliest  possible  date. 

Answer:    We  are  in  the  final  stages  of  reviewing  the  loans  that 
have  been  made  under  this  pilot  program  and  will  be 
reaching  a  decision  in  the  very  near  future  on  it's 
future  role.   I  share  your  enthusiasm  and  commitment 
to  cut  the  red  tape  out  of  SBA's  programs.   I  want  to 
assure  you,  also,  that  we  are  making  a  thorough  review 
of  the  pilot  before  expanding  it  nationwide  to  make 
sure  we  are  properly  safeguarding  the  taxpayer's  money. 

Cost  of  new  participating  security 

On  page  12  you  discuss  the  new  participating  security 
program  which  I  authored.   I  am  obviously  a  staunch  supporter  of 
this  program,  but  I  am  concerned  about  two  items. 

First,  I  understand  that  the  proposed  regulations  still  have 
not  gone  to  0MB. 


OMB; 
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What  is  the  reason  for  the  delay,  and  when  should  they  go  to 


Answer:  The  proposed  regulations  were  sent  to  OMB  March  2. 
We  have  been  promised  expedited  review,  and  expect 
clearance  shortly. 

Second,  you  estimate  explosive  growth  in  this  program  over 
the  next  three  years  -  -  -  $9  billion,  of  which  presumably  (at 
2-  1  leverage)  $6  billion  would  be  SBA  guarantees.   At  a  subsidy 
rate  of  almost  10%,  this  would  cost  $600  million.   Is  an  increase 
of  this  magnitude  obtainable  if  the  SBA's  budget  continues  to  be 
"straight-lined"  as  is  proposed  for  next  year? 

Is  there  any  way  to  reduce  the  subsidy  cost? 

Answer:    The  subsidy  cost  is  principally  a  function  of 

anticipated  cash  flows.   Since  the  participating 
security  is  new,  it's  subsidy  rate  was  based  on 
conservative  assumptions.   We  expect  that  actual 
experience  in  the  future  may  justify  a  reduction  from 
the  current  8.99%  rate. 


SBIC  bankruptcy 

The  Wall  Street  Journal  this  week  contained  an  article  about 
SBIC  losses  escalating  due  to  certain  SBICs  which  seek  bankruptcy 
and  frustrate  SBA's  ability  to  minimize  losses  by  a  receivership 
action  which  would  put  SBA  in  the  driver's  seat.   SBA  officials 
are  cited  at  being  distressed  that  Congress  has  not  passed 
legislation  denying  bankruptcy  proceedings  to  SBICs. 

While  this  is  not  a  bill  within  the  jurisdiction  of  the 
Small  Business  Committee,  I  nevertheless  note  that  the  SBA  has 
not  requested  this  legislation  in  the  103rd  Congress.   As  you 
know,  all  legislation  dies  at  the  end  of  a  Congress  and  thus  SBA 
must  ask  again  at  the  start  of  a  new  Congress. 

Secondly,  the  long  awaited  regs  on  the  participating 
security  contain  more  than  just  that  topic.   It  is  my 
understanding  that  they  also  will  provide,  inter  alia,  that  any 
company  which  obtains  new  leverage,  whether  the  new  security  or 
old  debenture,  consents  to  the  appointment  of  a  receiver  upon 
certain  happenings,  including  capital  impairment.   This  is  such 
a  critical  issue  that  I  believe  the  SBA  should  issue  this 
particular  provision,  and  related  safety  and  soundness  changes, 
as  separate  regulations  unless  the  participating  security 
regulations  are  ready  for  implementation.   The  Agency  has  known 
of  the  problem  for  3  or  4  years  and  has  been  considering  this 
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partial  solution  for  at  least  one  year.   It  need  not  be  further 
delayed  while  the  larger  picture  is  completed  on  the 
participating  securities. 

Answer:    SBA  continues  to  support  Congressional  action  to  make 
SBICs  ineligible  for  relief  under  Chapter  7  or  11  of 
the  Bankruptcy  Code.   Section  2  08  of  S.  54  0,  the 
"Bankruptcy  Amendments  Act  of  1993"  amends  Section  109 
(b)(2)  of  the  Bankruptcy  Code  to  provide  this  relief. 
SBA  has  expressed  support  for  the  Justice  Department 
(DoJ)  endorsement  of  this  section  and  we  are  working 
with  DoJ  to  ensure  passage  of  this  legislation.   We 
anticipate  that  this  bill  will  reach  the  Senate  floor 
shortly.   We  expect  to  take  a  similar  position  on  any 
similar  legislation  introduced  in  the  House. 

As  noted  above,  the  complete  regulations  which  provide 
significant  additional  protection  for  SBA  are  in  final 
review  by  0MB,  and  are  expected  to  clear  soon. 
Consequently,  a  separate  regulation  covering  only 
safety  and  soundness  should  not  be  needed. 

Legislative  paclcaqe 

On  page  2  you  refer  to  a  "Legislative  Package"  being 
forwarded  to  Congress.   Basically,  of  course,  this  involves 
internal  drafting  and  approval  within  the  Agency,  presentation  to 
and  approval  by  0MB,  and  finally  official  transmittal  to 
Congress. 

Where  are  you  now  in  this  process  and  when  should  we  expect 
the  official  transmittal? 

Answer:    Our  legislative  package  is  under  final  internal  review 
by  SBA.   We  have  held  preliminary  discussions  with  the 
Office  of  Management  and  Budget  to  determine  any  issues 
we  need  to  resolve  with  other  agencies.   We  expect  the 
package  to  move  "officially"  to  0MB  in  the  coming  days 
and  we  expect  a  very  expedited  review  once  it  is 
received.   I  cannot  give  you  an  exact  date  for 
transmission  to  the  Congress  though  I  do  hope  it  will 
be  very  soon. 

ODESTION  FROM  REP.  MARGOLIES-MEZVIN8KY 

One  of  the  big  Small  Business  Administration  (SBA)  success 
stories  is  the  Small  Business  Innovation  Research  (SBIR)  program. 
Many  companies  in  my  district  have  participated  in  the  program. 
But  several  entrepreneurs  tell  me  that  follow-on  commercial 
support  is  a  very  tough  challenge.   The  SBA  has  studied  this 
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issue,  and  I  know  that  this  year  you  are  initiating  a  program 
with  one  institution  to  provide  technical  business  assistance  to 
SBIR  participants. 

Isn't  that  the  sort  of  approach  that  the  SBA  should  continue 
to  try  out?   I  am  interested  in  giving  you  all  the  legislative 
support  necessary  to  improve  outreach  to  SBIR  participants. 

Answer:    This  year  the  SBA  appropriation  included  an  earmark  for 
SBA  to  fund  an  organization  in  Pennsylvania  to 
undertake  certain  SBIR  support  activities.   The 
organization  has  been  notified  of  the  present 
availability  of  funds  but  has  not  as  yet  provided  us 
with  a  grant  application.   We  expect  that  application 
within  the  next  week  or  so  and  will  expedite  its 
funding.   Until  significant  work  has  been  undertaken 
under  this  project  we  will  be  unable  to  evaluate  the 
effectiveness  of  their  approach. 

We  have  a  number  of  support  activities  underway  to 
assist  SBIR  firms  with  their  commercialization  efforts. 
One  of  the  most  significant  of  these  is  the 
Commercialization  Matching  System,  where  on  request, 
this  computerized  system  will  match  the  SBIR  firm's 
project  and  needs  with  a  long  list  of  firms  and 
individuals  that  have  expressed  an  interest  in  becoming 
involved  in  the  project,  often  through  financing, 
licensing,  or  co-venturing.   SBA  field  offices  also 
have  a  wide  range  of  services  and  resources  available 
to  assist  small  high  technology  firms.   The  eleven 
participating  agencies  have  been  and  are  increasing 
their  activities  in  this  area. 
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Now,  I'd  like  to  outline  for  you  our  FY  1995  request  for  the 
disaster  program.  We  have  requested  S20.5  million  for  the 
administrative  costs  of  this  operation  in  FY  1995.  This  estimate 
assumes  that  we  will  have  sufficient  carry-forward  funds  from  FY 

1994  under  our  existing  contingencies.  We  e.--:pended  $110  million  in 
disaster  salaries  and  e.xpenses  m  FY  1993  and  are  anticipating 
e.-.penamg  about  SI 63  million  in  FY  1994,  barring  any  additional 
ma]or  disaster  activity. 

We  have  also  requested  a  subsidy  appropriation  of  $52.2 
million  for  the  disaster  loan  program  that  will  provide  for  a  FY 

1995  disaster  loan  level  of  $412  million.  This  program  carries  a 
subsidy  rate  of  12.67  percent  for  FY  1995,  compared  to  the  FY  1994 
subsidy  rate  of  22.99  percent.  The  increase  in  the  subsidy  rate  is 
a  result  of  technical  reestimates,  and  our  legislative  proposal  to 
increase  the  interest  rate  to  the  Treasury  market  rate  plus  one 
percent  (estimated  to  be  6.93%).  Approvals  m  this  program  were 
$381  million  m  FY  1991,  $782  million  m  FY  1992,  and  $1.4  billion 
m  FY  1993.  We  estimate  that  with  the  California  Earthquake,  our 
FY  1994  approvals  could  reach  $1.8  billion.  We  also  anticipate 
that  an  additional  $300  million  in  approvals  from  the  California 
Earthquake  will  occur  in  FY  1995. 

To  support  the  ten-year  average  loan  program  level  of  $412 
million  and  to  maintain  our  disaster  loan  servicing  operations, 
we  will  require  approximately  $60  million  in  salaries  and 
expenses  funding  for  FY  1995.   Of  the  $202.7  million  currently 
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